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Trade with Japan 


The world in general and merchants 
and traders in particular are realising 
with a sad sense of disappointment and 
frustrated hopes the economic  con- 
sequences of their conflict between their 
policy for the stamping out of seeds of 
future war by military occupation of 
conquered countries and their plans for 
the rehabilitation of the delicate texture 
of international trade and finance. 


In Germany and in Japan the mili- 
tary authorities who are in administrative 
control are concerned primarily with 
measures that are of direct operational 
assistance to the occupation. Their task 
is naturally concentrated on the results 
of the military occupation of their respec- 
tive zones, Their economic relation to 


the rest of the world is apt to be 
neglected. Until, however, the essential 


functions of their zones as independent 
cogs in the wheel of world trade are fully 
recognised, the machinery of trade will 
work but lamely and progress may be 
long retarded. 


There is a great danger that as after 
the 1914-1918 war counsels which are the 
product of war tension may be unwise 
and ill judged. In the intense effort to 
avoid war we may lose the peace. The 
maintenance of peace in the future de- 
pends more on the solution of economic 
problems than on the temporary sup- 
pression of nationalistic feelings. The 
essential condition for the removal of 
strife and the rehabilitation of trade is 
the production of food and clothing, of 
raw material and manufactured goods. 
Given the production, the necessity for 
irksome restrictions of exchange and 
goods distribution will disappear. 


In Japan, the tragic mistake of the 
division of Germany into separate mili- 
tary and economic zones, has been 
avoided. General MacArthur has done 
excellent work. The administrative con- 
trol in his hands has however, not been 
without suspicion, particularly from 
Russia, of ultimate strategic if not also 
economic motives. Successful work is 
hardly ever free from possible misinter- 
pretation of its singleness of purpose. 


Such trade as there is at present with 
Japan is conducted on a governmental 
basis. It may be argued that until 
production cf goods increases in the 
world, a laissez faire policy is not the 
best means of facilitating production and 
distribution. Government trading so 
far has been mainly on a kind of barter 
or an ad hoe basis supplemented by a 
plan whereby importers were allowed to 
place orders for goods, presumably, ac- 
cording to their own designs, specifica- 
tions or particular types. 


This system is unsatisfactory as it 
does not tend to develop the productive 
capacity of Japan. It ignores the aid 
which private enterprise can give the 
government through the allied merchants 
who had intimate and extensive know- 
Jedge of Japanese resources, trade and 
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industrial production before the war; it 
overlooks the property and interests which 
these merchants had to sacrifice through 
the war and debars them from entering 
the country and salvaging the remains 
of their property and trade connections; 
it loses adequaie trade representation and 
jettisons the value of the contributions 
which merchants could make to the 
advantage of their own countries; and it 
precludes the possibility of a gradual 
transition from a controlled to a free 
economy by cooperation between govern- 
ment and private enterprise. 


The stage has now been reached 
where too much insistence upon the 
operational success of military occupation 
in Japan may jeopardise the aim of 
economic rehabilitation of the world 
which is quite as essential to future peace 
as the suppression of the military spirit 
in Japan. ‘The existence of foreign 
liaison missions in Japan which are 
merely conduit pipes of information is 
entirely inadequate in the circumstances. 
Even if it is conceded that merchants and 
traders who had interests in Japan before 
the war cannot yet be freely admitted, 
there is no reason why a selected repre- 


sentative group operating as a govern- 
ment trading agency should not be 


admitted for a transitional period so as 
to assist the interested governments in 
the the development of Japan’s resources 
and its foreign trade. 


Shipping, insurance, banking and 
trading interests which Jad to abandon 
their property and connections, which 
had cost them half a century or more of 


labour and expense, cannot be expected 
to be satisfied with brief reports from 
American military occupation authorities 


as to the state of their property. here 
is a danger of Japan entering another 
period of seclusion—this time fostered by 


an overzealous insistence on the part of 
the occupation authority on shaping its 
economic sphere in accordance . with 
strategic requirements in the Pacific. 


First Devaluation of 
CNS im 1947 


The Chinese Government announced that 
as from February 6 new regulations as 
regards China’s foreign trade will be 
enforced; all exports will be subsidised and 
all imports, except the articles enumerated 
below, will be subject to a surcharge. 


Export bills which prior to February 6 
were bought by Central Bank of China and 
the Central Bank-appointed commercial 
banks, upon compulsory surrender of foreign 
exchange by exporters in China, at the 
official rate of CN$3,350 for US$1, will now 
enjoy an export subsidy or bonus equalling 
the amount of their invoice (FOB price). In 
other words, export bills will be purchased 
by the appointed banks at the rate of 
CN$6,700 per US$1, 


All imports which are permitted under 
the Schedules annexed to the “ Revised 
Temporary Foreign Trade Regulations” 
(compare our issue of Nov. 27, 1946) with 
the exception of the articles specified below 
are subject to an import surcharge of 50% 
ad valorem. 


No. 7. 


The following articles are excepted from 
the 50% ad val. surcharge: 


(1) All articles under Schedule I of the 
Revised Temporary Foreign Trade Regula- 
tions, and 

(2) Articles under Schedule 1I as 
enumerated hereunder: 


384 Rice and Paddy: 
395 Wheat 

Tariff No. 357 Wheat Flour 
Tariff No. 603 Coal: 

Tariff No. 607 Coke 

Tariff No. 71 Cotton, Raw 


Tariff No. 
Tariff No. 


Taritf No, 450 Fertilisers, Chemical or 


Artificial 
Tariff No. 440 Ammonia, Sulphate of 


The surcharge is, as customary with 
reguiations issued in Nanking, retroactive, 
ie. that all imported goods wuich have not 
arrived on or before Feoruary 5 will be 
additionally taxed. Consideraole inconveni- 
ence by importers, wholesalers and general 
merchants will be experienced on that count; 
how many importers and wholesalers will 
extricate themselves from previous commit- 
ments without taking resort to the clause of 
“force majeure” (which quite literally 
applies to the sudden regulations enunciated 
from on high), appears to be an important 
problem at the moment. 


American merchants have  protesied 
against the levy of a 50% ad val. tax on 
practically all merchandise imports. 
Washington has been petitioned by dissatisfi- 
ed American traders in China and com- 
plaints, accusations and unfavourable reports 
accumulate in various government depart- 
ments in the U.S. Capital. 


British business interests have in this as 
in a number of previous cases kept very 
reticent about indicating their opinions; it is 
obviously felt that developments in China 
are an American responsibility and that 
American business appears to be quite 
competent to wrestle with these and stil 
tougher issues. The rumpus staged by U.S. 
merchants and commercial associations 
significantly contrasts with the apparent 
attitude of non possumus by British interests. 


The export subsidy actually amounts lo 
an official devaluation of the UN$ by 10U.. 
it has been recognised as sucn by Chinese 
financial circles. The Chinese Government 
is likely to extend the new, adjusted exchange 
rates to all foreign exchange surrendered, 
and there is again some optimism voiced 
about an increase of oversea Chinese remit- 
tances as the revised exchange rate ougni to 
prove more attractive to e.g. the Chinese in 
San Francisco. However, the unofficial 
exchange market, long  foreseeing the 
inevitable devaluations of CN$, has already 
completeiy nullified what favourable results 
might have been expected by the Shanghai 
financial wizards; by the end of last week 
(Feb. 8) the unofficial US$ rate quoted about 
60% higher than the adjusted exchange rate 
for exports, and the Shanghai market expects 
a further rise which might bring up the 
unofficial rate to between 75 to 100% over 
the revised exchange rate of February 6. 


It is impossible to conceive that the 
responsible officials in Shanghai and Nanking 
do not appraise the economic situation in a 
similar way as the average Chinese trader. 
The results to be expected from the February 
6 foreign trade regulations can only lead to: 
(1) general upward price movement of 
imported and native goods, (2) insignificant 
reduction of imports on the sole account of 
the 50% ad val, surcharge (Government with 
licensing and quotas has the control of 
imports in its hands anyway), (3) ephemeral 
increase of surrendered foreign exchange 
from exporters (if any at all), (4) unneces- 
sary irritation and complications among all 
circles interested in foreign trade. 
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China's Five Year Plan 


To judge by the scanty and incomplete 
reports emanating from Nanking, the Chinese 
Government has now ordered the Supreme 
Economic Council to implement the Five 
Year Plan of China. The total outlay will 
amount to CN$21,973 millions at the “ prewar 
value of the Chinese dollar”. If that means 
that the July 1937 rate of exchange is to be 
applied then the total outlay ought to amount 
to an equivalent of US$7,500 million (prewar 
exchange rate US$29}). However, a sup- 
posedly informed Nanking source computes 
the total cost of China’s Five Year Plan at 
an US$ equivalent of 2,200 million. A 
labour force of 5 million men will be re- 
quired to organise and develop the Plan’s 
projects. 


A supplementary Five Year Plan is at 
present in the process of drafting. How 
many billions of money and millions of men 
Nils gia will require has not yet been dis- 
closed. 


China’s First Five Year Plan provides for 
the following allocations: 


_, 38% transport and communications; 27% 
industrial enterprises; 11% mining and 
metallurgical enterprises; 10% power plants; 
9% water conservancy; and 5% agricultural 
development. 


Government will permit Chinese and 
foreign capital to participate in the industrial 
development of China, however, the following 


enterprises are reserved as government 
monopolies: war industrial establishments; 
railways; post. telephone, radio; electric 


power plants; public utilities; iron & steel 
industries; metallurgical industries; coal and 
oil exploitation. 


‘ Chinese banks and the general public 
will be invited to subscribe funds for the 
purpose of promotion of the Five Year Plan. 
Foreign capital is going to be asked to 
participate either in the form of a 100% 
foreign company or by joining a Chinese 
private enterprise thus forming, what is 
actually desired, a joint Sino-foreign invest- 
ment company. 


The official announcement assured 
foreign would-be investors that participation 
in Five Year Plan enterprises will be 
“marked by a considerable relaxation of the 
existing restrictions on foreign investment in 
China”. So far, the official version was that 
foreign capital in China was under no 
restriction. However, the above assurance 
was officially aualified by a clause which 
states that while private enterprise will be 
encourared cavitalism will be restricted 

according to Dr. Sun Yat-sen’s principle ”. 


The following areas will benefit from the 
development of the Plan: 


(1) The nine northeastern provinces for 
the development of heavy industries, 


? (2) Hopei for the development of light 
industries, 


(3) Hupei, Hunan, Kiangsu and Anhwei 
for the development of light industries, 


(4) Kwangsi, Kwangtung, Fukien, Tai- 
wan and Hainan Island for the development 
of shipping and light industries, 


(5) Szechuan, Kweichow, eastern Yun- 
nan and Sikang for the development of 
hydroelectric power, 


(6) Shensi, Kansu, eastern Ninghsia and 
western Suiyuan for the development of 
conservancy, fur, milk and meat industries, 


__ (7) Sinkiang for the development of oil 
mines and irrigation systems, 


(8) Chinghai, Sikang and Tibet for the 
development of cattle raising. 


Already a week ago the vernacular pr. 
has dealt with the Five Year Plan proseedle 
by Government, and much comment was 
offered. Most commentators doubted the 
Possibility of success and some stated that 
the announcement of the Plan will have to be 
regarded more or less as a propaganda effort 
by Government. Regarding the invitations 
to foreign capital, qualified or otherwise, one 
Chinese _commentator tersely stated: 

Foreign investors will have to wait until 
ee) oes ence improves in China at 
whic ime only they can be 
support the scheme,” z sehested..f2 
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Loans and Interest 


The New Loan Policy of China, which 
was outlined in our issue of. December 18, 
1946, has so far not produced any beneficial 
results as can be gauged from the many 
expressions of dissatisfaction by the Chinese 
press and business men. Premier T. V.. 
Soong announced, December 10, 1946, the so- 
called new loan policy which provided for 
them, as it was phrased, speedy recovery of 
Chinese industries. A long meeting, attend- 
ed by the leading politicians and economists, 
resulted in thé establishment of a Committee, 
called the “Production Loan Examination 
Committee in Aid of Productive Enterprises ”. 
This Committee was set up under the 
authority of the Joint Head Office of four 
government banks. Many Chinese and sym- 
pathetic foreign papers were led to believe 
that the “new all-embracing economic policy 
to aid the postwar economic rehabilitation of 
China” (Dr. Soong’s expression) would bring 
about a change for the better in the economic 
position of China. 

No details regarding the Committee’s 
practical working were, however, released 
and relative information was only piecemeal 
secured. When Vice-Minister of. Finance, 
Mr. Hsu Pao-yuen, eventually announced 
that “ productive loans” would be limited to 
certain industries in the field of daily neces- 
sities, export commodities and mining, much 
disappointment was felt by would-be loan 
recipients. Mr. Hsu stated furthermore that 
no loans would be given for replenishment of 
machinery and equipment but that in about 
two years such government lending will be 
considered. 

All guessing about the total amount 
allocated for “productive loans” and the 
rate of interest to be charged was sometime 
later relieved and it was disclosed by Mr. 
P; S. Ho, CNRRA director and concurrently 
chairman of the Loan Committee, that 
CN$100 billion will be allotted to industries, 
the monthly rate of interest being 4%. The 
US$ equivalent of CN$100 billion, computed 
at the new official exchange rate of China of 
CN$6,700, is around 15 million. The current 
open market rate of interest in Shanghai 
fluctuates between 15 to 24% per month. 
The CN$100 billion, according to Mr. Ho, will 
come from the four government banks and 
the Ministry of Economics. 

Since the beginning of 1947 inflation in 
China has produced large increases in com- 
modity prices and the purchasing value of 
CN$ has dropped further. If the so-called 
productive loan recipients will eventually pay 
back part or all of the government banks 
credits the Chinese Treasury will actually 
obtain only an insignificant fraction of the 
amounts lent out notwithstanding the 4% per 
mensem interest. 

Banks, industries and commercial com- 
panies during 1946 have petitioned the 
National Government with obstinate regulari- 
ty to make arrangements for granting of 
loans, and government spokesmen were com- 
pelled, by delaying tactics, to put the 
insistent petitioners off and off. Government 
realised that granting of loans to commercial 
and industrial enterprises would only lead to 
a still faster depreciation of the Chinese 
currency. However, whey the situation in 
Shanghai, particularly during the beginning 
of November, started to look ominous and 
depression was generally predicted, govern- 
ment chose of two evils the minor one: 
granting a limited amount of loans to a 
limited circle of industries in order to help 
promoting industrial production in certain 
fields; and issuing more paper money which, 
in due course, contributed together with the 
ordinary daily increase of bank note printing 
to a considerable depreciation of the pur- 
chasing power of the CN$ and devaluation 
of the CN$ in terms of gold and foreign 
exchange. 


All plans and solutions attempted by 
what is so complaisantly called financial and 
economic wizards which do not take into 
consideration the fundamental ills of the 
China of to-day will at best temporarily 
appease the growing discontent among busi- 
ness men and the broad mass of people. 

Loans under present inflationary condi- 
tions cannot even be given at a 15% per 
month rate. Commercial banks and financial 
operators who work with borrowed capital 
can, of course, well afford to receive money 
at 12% and lend it out at anything above 
15%; but the investing, saving and speculat- 
ing public is certain to lose its substance 
when lending out money not so much on 
account of the ever increasing number of 
defaulters and bankrupt borrowers but 
because of the fast rising CN$ value of gold 
a foreign exchange, produce and commo- 
ities. 


February 12 


Settlement of Prewar 
CNS Obligations 


The progressive inflation in China which 
shows no signs of a slow-down tends to make 
the question of prewar bank deposits, deben- 
tures, insurance payments etc. a burning 
issue between the title holding people and 
the banks, insurance companies and certain 
public companies. The Chinese Government 
who has to decide what measures have to 
apply with regard to prewar bank deposits 
etc. remains silent; however, in the case of 
Govt. consolidated bonds an announcement 
by the Ministry of Finance stated that bonds 
would be paid off on a dollar-for-dollar basis. 


Private interests have sued in_ 1946 
several banks and the Shanghai Race Course 
and Court decisions have been given in every 
case. The Race Course debentures were 
ordered by the Lower Court (Shanghai 
District Court) to be paid off at the rate of 
800 for each prewar Chinese dollar. The 
Lower Court further gave decision in two 
cases of 1,000-fold repayment of the prewar 
obligation, and in one case of 890-fold repay- 
ment. The Court of Appeal (Kiangsu High 
Court in Shanghai) reviewed two cases 
where the Lower Court had decided a 1,000 
and 800-fold repayment respectively, and 
handed down its decision which reduced the 
rate of repayment to 800 and 500-fold 
respectively. The Chinese private parties in 
the two appeal cases demanded repayment 
of their savings deposits (with the Joint 
Savings Society of Shanghai and the Young 
Bros. Banking Corp. respectively) of respec- 
tively CN$4,000 in 1946 for every CN$1 in 
1940, and CN$1,000 for every CN$1 deposited 
from Sept. 1938 to May 1942, 


If Shanghai banks would have to pay 
back savings and fixed deposits of their 
prewar clients they would have to liquidate 
many of their real investments. The 1937 
total of bank deposits in Shanghai was 
estimated at CN$1,500 million (over one-third 
fixed deposits). A Shanghai banker’s 
estimate states that between CN$300 to 400 
million of prewar deposits are due or will 
be due within a few months. Provided that 
a 1,000-fold repayment basis will be generally 
accepted, approx. CN$300 to 400 billion will 
have to be paid out by the banks to their 
prewar depositors. 


It appears probable that prewar 
depositors who are to receive payment from 
the various savings and commercial banks in 
1947 will no longer be satisfied with a 1,000: 
1 decision; inflation is going to wipe out 
to-day’s purchasing value of CN$1,000 much 
faster than it was done with CN$1 anno 
1937. Cost of living has increased, by the 
beginning of February 1947 as against July 
1937, by about 8,500 times, and it appears 
from the recent general advance in prices 
following the export bonus and import sur- 
charge announcement by the Chinese Govt. 
of February 6 that drastic jumps in the cost 
of living index must be anticipated for the 
current month. In the light of these develop- 
ments it is questionable whether a Court 
decision of a 1,000 fold repayment can satisfy 
prewar depositors. 


Several European countries after the end 
of the first World War underwent the 
experience of inflation in varying degrees. 
Savings .and_ security were obliterated. 
Finally, when inflation had run its course 
and the pre-1914 savings, insurance policies 
and debentures were utterly depreciated, new 
currencies of stable character were intro- 
duced and financial life began an entirely 
new, innocent career. All was blamed on 
war and depredations, and there the matter 
came to an end. 


The Chinese Government faces a similar 
situation to-day; she has obligations to her 
people and to foreign countries and foreign 
nationals. Her past record of default has 
been noted and one got used to it. In order 
to satisfy the government bondholders, the 
unlucky (and one might add: unwise) owners 
of savings accounts and Chinese life 
insurance policies, it would appear necessary 
that the National Government comes out 
with a courageous ruling, taking the lead, 
and absolve the Courts from the odious job 
of deciding what is actually government’s 
business. 


Banks, insurance companies and the 
little man would most certainly welcome an 
official decision now. 
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Export Promotion 


Asseciation 


Steps have been taken by the Ministries 
of Economic Anairs, Finance, the Central 
Bank of Cnina and tne Central Trust for tne 
formation of an Association tor tne Promo- 
tion ot &xports. Yne purpose of the 
Association will be to relieve Chinese 
exporters and assist them in developing their 
business; tne principal idea is to acquire 
more foreign excnange. kxporters who are 
not able or competitive to market their goods 
abroad will have ito sell their produce and 
manufactured goods to the Association or to 
a government-appointed organisation against 
payment in CN$, and the respective Chinese 
official organisation will then, as it is already 
now the case with hundreds of exporters, sell 
these goods abroad against foreign exchange. 


The Association may take over, by way 
of export promotion, the tea, silk and egg 
exports of China. This development appears 
inevitable as much China produce cannot be 
sold abroad on account of excessive prices 
demanded by Chinese exporters. The Cen- 
tral Trust, among other Chinese Govt. 
institutions, had repeatedly to intervene and 
to purchase from tea and silk merchants 
their goods which then were exported abroad 
with Govt. taking a certain loss. 


The National Resources Commission, an 
agency of the National Govt., besides 
monopoly-controlling several minerals and 
ores, is steadily widening the circle of its 
activities and will develop into an unofficial 
Export Semi-Monopoly of the State. The 
trend towards a Chinese export monopoly is 
unmistakeable, and the difficulties faced by 
business men in moving their goods and 
compromising with labour will drive them 
into ‘the arms of Government. It starts with 
export bonuses, subsidised exports, purchases 
by Government of export commodities as 
losing proposition, and it ends up by a full- 
dress export monopoly of the State. 


Special Rate for 
Overseas Remitters 


Finance Minister O. K. Yui, shortly after 
the return of Mr. Tsuyce Pei, Governor of 
the Central Bank of China, from Hongkong, 
declared (on January 17) before a PCC 
meeting: 


(1) The “gold policy” of the Central 
Bank will be continued (which means that 
Government will operate in the gold market 
for various purposes: support of the CN$, 
profit clearing from gold sales, etc.) 


(2) Government will not increase the 
foreign exchange rate of CN$, but an 
“adjustment ’”’ was possible when commodity 
prices became more stable 


(3) The “abnormal situation in oversea 
remittances’ should be adjusted by “ allow- 
ing a special rate to oversea remitters ”; this 
matter was under study with no decision yet 
reached regarding a “ special rate”. 


On February 6, by way of an export 
subsidy, the exchange rate of CN$ in terms 
of US$ was adjusted for the first time in 
1947. It was generally expected that the new 
rate will also be applied, as a “ special rate”, 
for the purpose of encouraging oversea 
Chinese to remit more money through the 
ordinary channels. 


In connection with oversea remittances 
Mr. O. K. Yui stated that the oversea Chinese 
were now remitting money to China through 
foreign banks in Hongkong “instead of 
Chinese Govt. banks ”. 


Development Plan for 
Shipping 


The Chinese Ministry of Communications 
has recently announced a Two Year Plan for 
the Development of Shipping. In charge of 
the execution of the Plan is Mr. Lee Ching- 
lo, Director of the Ministry’s Navigation 
Department. 


The Plan is divided in three stages the 
first stage having been consummated already. 
The stages are: ~ 


FAR EASTERN ECONOMIC REVIEW 
a a ce eee 


(1) Rehabilitation. The estimated pre- 
war tonnage of China of about 600,000 nas 
been regained partly by purchases abroad 
aoe. partiy by acquisitions irom Japanese in 

ina. 


(2) Replacement of foreign shipping in 
China waters. | Tne estimatea foreign snip- 
ping in China’s coastal & inland river 
shipping in 1937 was 700,000. The 
Navigation Dept. believes that the replace- 
ment stage is about to be completed in 1947 
and predicts that no foreign coastal shipping 
will remain on the China coast run after the 
end of the current year. 


Building of ships in Chinese dockyards 
is to be promoted under stage No. 2; 
Kiangnan Docks in Shanghai have received 
particular attention in this regard. Con- 
struction of ships in Canada have to be 
relied upon in order to obtain about 
700,000 tons during 1947. What cannot be 
built must be purchased and China will, as 
must be presumed, heavily rely on buying 
of ships especially in U.S. 


(3) Expansion and World Shipping 
Competition. As from beginning of 1948 
Chinese ships will engage in ocean going 
shipping. While coastal and river shipping 
will be partly allowed to private shipowners, 
ocean shipping will be reserved for 
government only. About 4 to 1 million tons 
will, it is predicted, be available for the 
future ocean going shipping of China. 
Reparations to be obtained from Japan are 
calculated at about 4 million tons which 
ought, to a large extent, relieve China from 
purchasing abroad ocean going ships or 
bs arabes 3-5,000 ton vessels in her own 
yards. 


However, already during 1947 ocean 
going ships under the Chinese flag will 
engage in Far East shipping. The China 
Merchants Steam Navigation Co., owned by 
government, has already completed prepara- 
tions for schedule sailings from Shanghai to 
Siam, British Malaya and India. 


Conditions in Shanghai 


The Shanghai Correspondent of the 
London Times described conditions in Shang- 
hai as prevailing at the beginning of the 
Lunar New Year (January 22) in a report 
to London as follows: 


Economic conditions here are such as 
would in any other country inevitably lead 
to some serious upheaval. 


But this is China, and the evils affecting 
China to-day are nothing new. From the 
overthrow of the Manchus in 1911 right down 
to 1937 some kind of civil war has gone on 
year by year. Merchants and peasants have 
grumbled about over-taxation, corrupt 
administration, and lack of communications. 


It is generally assumed that if the 
present civil war could be stopped and an 
all-party government formed the country 
would rapidly return to normal. The war is 
absorbing from 60 to 80 per cent. of the 
Government’s financial resources, and this is 
one of the main causes of the serious 
currency inflation. 


Chinese bankers do not regard the pro- 
blem as simple as all that; even with peace 
restored, an immediate marked improvement 
in the currency would not be expected. 


Adverse Trade Balance 


Probably the most dangerous factor in 
the economic situation is the collapse of 
China’s export trade. The new import 
regulations are said to have reduced imports 
slightly, but the adverse balance remains 
dangerously large. Nor is it clear, if exports 
are impossible with the present inflated cur- 
rency, how an improvement can be ensured. 
The reasons for the great decrease in Chinese 
exports are due to three main causes— 
excessive wages, lack of communications, 
with consequent hich cost of transport, and 
the control by the Central Trust. 


Wages in Shanghai are on an entirely 
uneconomic level. While the cost of staple 
foods (rice and vegetables) has increased by 
half compared with 1941, wages have more 
than doubled. It would be a good thing that 
the standard of the workers had been raised 
if the natural resources of the land were 
sufficient to enable its vast population to live 
at the new high standards. That is not the 
case. 
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Overpopulation 
With over 400,000,000 people China is 
terribly over-populated. Hitnerto these 


millions were content, to live on a lower 
standard and compete in the world markets 
on a basis of cheap labour. What is happen- 
ing in Shanghai is typical of the wnole 
position. A large number of factories have 
had to close owing to the too high cost of 
production; others are introducing machinery 
because it is cheaper than human labour. 
The result is that while those still at work 
are getting inordinately high wages, the 
number thrown out of employment is steadily 
increasing. The unemployed in Shanghai 
number close on half a million in a popula- 
tion of some four million. 


Mass production is make-believe. Even 
if China has sufficient resources to pay for 
the vast quantity of machinery needed, and 
can provide the raw material required for 
that purpose, the erection of large numters 
of factories and the training of technical 
staffs necessary to meet, the requirements of 
400,000,000 people will take decades. 


Shipping 


Chinese shipping interests have estab- 
lished a monopoly which is_ entirely 
indifferent to the wants of Chinese shippers 
or passengers. On the pretext of protecting 
the mercantile marine they have forced the 
Government to ban all foreign shipping from 
the inland waterways and from coastal trade, 
to is marked detriment of their own export 
trade. 


Govt. Monopoly 


The Chinese export trade sufiers from 
the interference of the Central Trust. 
Although claiming to be an organization to 
help the producer to sell his goods, this is 
nothing but a Government monopoly, which 
fixes prices: and prevents the producer from 
selling in a free market. Exporters are 
further hindered by all kinds of licences and 
permits, and not least by the inefficient and 
arbitrary “ test bureaux ” which are supposed 
to see that export goods are up to Govern- 
ment standards. 


Hongkong Dockyards 


The announcement of new capital 
issue by the Ilongkong & Whampoa Dock 
Co. Ltd. together with the report that 
Mollers’ Ltd. will take an active part in 
the development of shipbuilding and 
repairing of the Kowloon dockyard, have 
caused much satisfaction in the Colony 
and hopes are justified that industrial 
activity and employment will increase. 


The Taikoo dockyard in Quarry Bay, 
owned by the Taikoo Dockyard & Engi- 
neering Co. Ltd., have made very fast 
headway with their rehabilitation works, 
and repair facilities are already back to 
the prewar standard and capacity. The 
dockyards have undergone extensive 
modernisation and can now handle repairs 
of coastal and ocean going ships as in 
1941. The rehabilitation of the ship- 
building facilities has also well pro- 
gressed; around the middle of this year 
Taikoo Dockyards will be able to start 
construction of large coastal ships (up to 
3,000 t), and it will not take long before 
the modernised dockyards will again be 
able to construct big ocean going ships 
of a tonnage exceeding 10,000. Taikoo 
have been building before the war several 
large passenger and cargo ships. The 
Dockyards will be developed to one of 
the finest and most modern establishments 
in the Far Kast. 


(A report on local shipbuilding appeared 
in our Oct. 30 issue, p.9. Regaraint the H.K. 
& Whamvoa Docks, reference to the issue cf 
new capital will be found elsewhere in this 
paper while the last Ba'ance Sheet of the 
Company and a compilation of the Company's 
prewar profits, dividends & returns was 
published in our issue of Nov. 6, 1946, pp. 


16-17). 
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FAR EASTERN ECONOMIC REVIEW 


The British Exchange 
Control 


INTRODUCTION OF NEW EXCHANGE 
CONTROL BILL [IN LONDON 


Purpose and Object of Exchange Control 


The object of the British system of 
exchange control is to enable Britain to 
pay her way abroad. To do this exchange 
resources and overseas income must be 
conserved and allocated in the interests 
of the community as a whole, so that 
essential food, raw materials and other 
goods and services which must be import- 
ed can be paid for. Before the war, the 
gap between Britain’s income from ex- 
ports and the cost of purchases abroad 
was filled by so-called ‘‘invisible exports’’ 
—interest and dividends on investments 
abroad, payments for services such as 
shipping and insurance, and the like. 
But, during the war, many of Britain’s 
ships were sunk, and a large part of 
overseas investments had to be sold, while 
other income from abroad was much 
reduced by the diversion of man-power 
and industrial capacity from exports to 
the direct war effort. The Canadian and 
American credits are helping Britain to 
return to a peace-time economy; but it 
will clearly be necessary for a long time 
ahead to husband all resources very care- 
fully, and to control payments to people 
abroad. 


In particular it cannot be allowed to 
invest capital abroad unless this clearly 
serves the national interest. Those 
speculative movements of short-term 
capital (‘‘ hot money ’’), which so dis- 
turbed pre-war international exchanges, 
are most undesirable and must in future 
be prevented. Since capital movements 
are not easy to distinguish from current 
transactions, the whole range of foreign 
payments must be supervised. 


New Exchange Control Bill 


The Bull, and the British system of 
Exchange Control, are fully consistent 
with obligations to the International 
Monetary Fund and under the Anglo- 
American Financial Agreement. Among 


the purposes of the Fund, as set out in 
Article I, are 


“. . . to promote exchange 
stability, to maintain orderly ex- 
change arrangements among mem- 
bers, and to avoid competitive 
exchange depreciation. . . . to 
assist in the establishment of a 
multilateral system of payments in 
respect of current transactions be- 
tween members and in the elimina- 
tion of foreign exchange restric- 
tions which hamper the growth of 
world trade . ea 


The restrictions imposed under the 
new Exchange Control Bill are designed 
not to hamper world trade but to assist 
it, and particularly to maintain the value 
of sterling by preventing speculative 
attacks on it. The use of Exchange 
Control for these purposes was accepted 
at Bretton Weods. Article VI, Section 
3, begins: — - 


““ Members may exercise such 
controls as are necessary to regulate 
international capital movements 

” 


In certain circumstances the Fund 
can expressly require the use of Exchange 
Controls under Article VI, Section 1 
(a):— 
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‘‘A member may not make net 
use of the Fund’s resources to meet 
a large or sustained outflow of 
capital, and the Fund may request 
a member to exercise controls to 
prevent such use of the resources 
of the Fund. If, after receiving 
such a request, a member fails to 
exercise appropriate controls, the 
Fund may declare the member 
ineligible to use the resources of 
the Fund.” 


The emphasis of the above Articles 
is on a liberal administration of Exchange 
Controls so that genuine current trans- 
actions are not obstructed. But the 
right and, in some circumstances, the 
duty, of detecting and controlling capital 
transfers is fully recognised. 


The Bill is completely consistent 
with the obligations assumed under the 
Anglo-American Financial Agreement, 
and the recent Anglo-Argentine Agree- 
ment. Both Agreements provide for 
increasing freedom in the use of sterling 
for current transactions, but recognise 
that other sterling transactions may 
properly be controlled. 


The Operation of Exchange Control 


If Britain is to pay promptly for 
imports, prompt payments for exports 
must be received, and all useful foreign 
exchange, however acquired, must, there- 
fore, be surrendered to the Exchange 
Equalisation Account against payment in 
sterling. This is arranged through the 
banks, to whom much of the day-to-day 
administration of Exchange Control is 
delezated by the Treasury and the Bank 
of England. The Customs and Excise 
Department co-operate to ensure that 
exports outside the sterling area are 
properly invoiced, and that payment is 
duly received. 


The flow of imports into the United 
Kingdom is regulated, not by Exchange 
Control, but by Import Licensing, and 
it is through the import licensing 
machinery that Britain’s undertaking to 
the United States and Canada not to 
discriminate against their exports will be 
honoured. The British system of Ex- 
change Control ensures prompt payment 
for all permitted imports. Many of 
these imports Are paid for in sterling, 
because sterling is a stable and reliable 
currency, and a foreigner who acquires 
sterling for his exports to U.K. can spend 
it freely anywhere in the sterling area or 
convert it into his own currency. It is 
the policy of Britain progressively to 
widen the area over which sterling cur- 
rently acquired may be used. U.K. powers 
under this Bill will help to fulfil the 
undertaking contained in the Anglo- 
American Financial Agreement, regard- 
ing the convertibility of sterling, after 
the 15th July, 1947, in respect of current 
transactions. Payments to sterling area 
countries are at present free from Ex- 
change Control and this is not affected 
by the Bill. 


The Legal Framework of Exchange 
Control 


Exchange Control at present operates 
under powers conferred by the Emergency 
Powers (Defence) Acts, as continued 
under the Supplies and Services (Transi- 
tional Powers) Act, 1945. The specific 
powers entrusted to the Treasury are 
contained in the Defence (Finance) 
Regulations. These Regulations were 
added to and modified considerably be- 
tween 1939 and 1942 and are not in 
suitable form for peace conditions. The 


Exchange Control Bill accordingly re- 
writes the powers, dropping those no 
longer required and adding a few new 
provisions. It is necessary to provide 
comprehensive powers of control, in order 
to check attempts at speculative capital 
withdrawals and other forms of evasion 
and trickery, and because the degree to 
which control is necessary may vary from 
time to time. The Bill, therefore, 
provides that the Treasury may regulate 
British external payments. But the 
Treasury’s present powers to issue exemp- 
tion orders will continue to be freely 
used, and Exchange Control will not be 
administered more stringently than 
hitherto. 


How Foreigners are affected 


Exchange Controls must clearly 
operate mainly on a territorial basis, 
rather than on that of nationality, since 
foreign exchange paid to a British 
national abroad is as much lost as if it 
were paid to a _ foreigner. But, in 
practice, the foreigner is not normally 
asked to surrender currency of his own 
country and, if he settles in U.K. he can 
enjoy the ordinary facilities of a British 
resident. When he returns to his own 
country he can draw his income from 
U.K. on the same terms as though he 
had remained at home throughout. There 


is no dis-rimination against foreigners as 
such. 


The Contents of the Exchange Control 
Bill 


Part I restricts dealing in gold and | 


foreign currency except with authorised 
dealers (principaliy banks), and requires 
gold and most foreign currencies to be 
sold to them. The authorised dealers in 
turn are obliged to sell to and buy from 
the Exchange Equalisation Account. By 
this means official exchange rates are 
maintained and the central supply of 
exchange is fed. 


Part I] prevents payments to persons 
outside the sterling area, except with 
Treasury permission. While it is neces- 
sary to supervise all types of payment, 
it is intended to issue Payments Orders 
(as hitherto) under Clause 31 exempting 
approved classes of payments, which the 
banks can then handle without formality. 


Part III maintains the existing 
control over the issue and transfer of 
securities where non-residents are con- 
cerned, and introduces a new control 
over foreign and bearer securities. These 
controls are essential to prevent the flight 
of capital in unauthorised investments 


abroad, and the dissipation of remaining 


foreign investments. The present power 
to require foreign securities to be sold 
compulsorily to the Treasury has been 
dropped. 


Part IV continues present controls 
over import and export of currency notes, 
securities, etc., and provides the neces- 
sary powers to ensure that exports are 
properly paid for. 


Part V contains miscellaneous pro- 
visions concerning the prompt collection 
of debts, control of foreign subsidiaries, 
and ancillary matters. Clause 26 is a 
new power to prevent evaders of the con- 
trol from continuing to enjoy the benefits 
of their evasion. 
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Part VI contains, in addition to 
definitions and other formal provisions, 
the important power already mentioned 
to make exceptions by Treasury Order, 
and new powers (Clause 40) over emigrants 
which post-war conditions require. 


The Schedules are supplementary to 
the Clauses which refer to them and 
introduce no important changes. 


Principal Changes in Exchange Control 


Several significant changes have 
already been mentioned, notably the 
abandonment of the power to require 
foreign securities owned by United 
Kingdom residents to be sold to the 
Treasury. This does not affect the posi- 
tion of securities already acquired by or 
placed at the disposal of the Treasury 


under the Financial Powers (U.S.A. 
Securities) Act, 1941. All references to 
‘enemy ”’ interests have also been 


dropped, as they are provided for in the 
Trading with the Enemy legislation. 
One important new control is proposed. 
During the war all readily usable foreign 
securities were registered with the Bank 
of England and those in Britain not 
acquired or pledged by the Treasury, 
together with many British bearer 
securities, were removed to Canada for 
safe custody. But they have now come 
back, and, under peace conditions, new 
safeguards against the transfer of British 
owned securities to foreign ownership, 
save for value received, are needed. 
Securities on a United Kingdom register 
can usually only be transferred with the 
co-operation of the British registrar, who 
is required to satisfy himself that the 
authorities have approved the transfer 
which he records. For the other securi- 
ties it is proposed to introduce a parallel 
safeguard, by requiring them after an 
appointed date to be lodged with or to 
the order of an approved bank chosen by 
the owner of the security. The owner- 
ship of such securities will not be 
affected by these arrangements, and (if 
the securities are free of any suspicion of 
enemy ownership at any stage) the bank 
will collect dividends etc. for the owner: 
but the document of title will not pass 
out of the keeping of a bank until it is 
presented for redemption. It is hoped 
by these means without any burdensome 
restriction on the owners, to prevent 
illicit transfer of such securities. Arrange- 
ments will be made to meet the reason- 
able requirements of brokers, solicitors 
and others who may need temporarily to 
hold such documents. 


Exchange Control and International 
Relations 


Britain is not alone in needing 
Exchange Control, nor is the British 
system unique. It is parallelled by 
similar systems, not only throughout the 
Empire, but in many foreign countries. 
Most of these rest, at the moment, on 
wartime powers, but the foundations of 
the New Zealand control were laid by an 
Act of 1936, and in recent months Canada 
and Czechoslovakia have enacted legisla- 
tion to put their controls on a peace-time 
basis. Other Governments are expected 
to do the same. It is the policy of the 
British Government to co-operate with all 
Governments whose Exchange Controls 
are based on similar principles, with a 
view to promoting order in this complex 


and difficult field. 


Without orderly exchanges, the re- 
covery of international trade, on which 
so much of Britain’s prosperity depends, 
would be seriously endangered. 


FAR EASTERN ECONOMIC REVIEW 


Japan’s Economic 
Reconstruction 


FIVE BOARDS IN CHARGE 
OF CONTROL 


(By a Japanese Correspondent) 


Of the new Government offices created 
after the surrender, aside from the 
Central Liaison Office which connects the 
Japanese Govt. with SCAP, the Board of 
Trade which is a subsidiary organ of the 
Commerce and Industry Ministry, re- 
quires special mention. Japan’s post- 
war trade started September 1945 when 
the Japanese Government requested GHQ 
MacArthur’s General Headmasters for a 
permit to import essential foodstutts. 
Through GHQ’s memorandum of October 
9 of the same year, the basis of articles 
to be imported through GHQ permission 
was established, and since then our Govy- 
ernment has regularly received permits 
from GHQ for the importation of food- 
stuffs and other necessary commodities. 
The total of such imports, excluding raw 
cotton up to and inclusive of September 
1946 reached the sum of Yen 1,980,000,- 
000. This is to be ‘paid for in the form 
of raw silk, fibre produr’s and coal. 


Foreign trade is handled by the 
aforementioned Board of Trade. Direct 
trade between dealers is thus prohibited. 
This Board intermediates for goods need- 
ed by the Occupation Forces, placing 
orders with Japanese makers’ association, 
it also petitions GHQ for permits to 
import articles needed by the Japanese 
people. The head of this Board is Kimita 
‘Psukada, formerly president of the Tokyo 
Cotton Company who is a veteran Kansai 
business man. 


The Chief of the Board of Trade has 
for his advisory organs the Advisors 
Group, the Councillors Group, and the 
Committee on the Distribution of Im- 
ported Goeeds. The Board has General 
Affairs, Export, and Import Divisions, 
as well as branch offices in Yokohama, 
Osaka, and Shimonoseki. 


The Board of Coal 


Another subsidiary organ of the 
Ministry of Commerce and Industry is 
the Board of Coal, also newly established 
since Japan’s surrender. While this 
Board concerns itself with the important 
matter of increasing the output of coal, 
absolutely essential in reconstructing 
Japan’s industries, strikes which broke 
out in the mines of Hokkaido in October 
have seriously hampered the plans of the 
Board. Reinosuke Suga heads this 
Board. Both the Coal and the Trade 
Boards are housed in the same building 
with the Commerce and _ Industry 
Ministry, behind the Diet building. 


Economic Stabilization Board 


A new Government organ created by 
the Yoshida Cabinet as the central 
machinery for unified national policies 
is the Economic Stabilization Board, 
popularly called ‘‘Anpon’”’ (abbreviation 
for Keizai Antei Honbu). Article I of 
the organization for this new office reads: 
‘““The Economie Stabilization Board 
comes under the supervision of the Prime 
Minister and takes charge of matters 
relating to the production, distribution 
and consumption of goods, and the basis 
for planuing in connection with emergency 
measures of economic stabilization of 
labor, prices, finance and transportation, 
as well as matters relative to unified 
adjustments between various government 
organs, supervision, and expediting of 
official business.” 
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The Premier is the President of this 
Board, while for the post of Chief of 
General Affairs of the Board, Keinosuke 
Zen has been selected. Zen has long 
been associated with the Nihon Keizai 
Renmei (Economic League) and the In- 
dustrial Club and is one of Japan’s lead- 
ing business men. He is especially well 
versed on questions related to capital- 
labor relations, and is a Minister of 
State. 


There are five divisions within this 
Board. The first division looks after 
matters concerning goods (raw materials 
ineluded), capital, labor, transportation, 
prices and the question of composite 
planning for all these matters, besides 
the question of unified adjustments of 
business pertaining to various government 
offices. 


Questions relating to the production 
and distribution of productive materials 
come within the jurisdiction of the second 
division of the Board. Yoshio Tominaga, 
formerly president of the Hakodate Dock 
Company, is its chief. The third division 
concerns itself with the production, dis- 
tribution, and consumption of foodstuffs, 
and other goods essential to the nation’s 
livelihood. Tadasu Shogase, ex-director 
of the National Agricultural-Economic 
Association, occupies the post of the third 
division chief. 


The fourth division handles labor 
problems and its head is Juitsu Kitaoka, 
formerly one of Japan’s delegates to the 
International Labor Conference. The 
fifth division takes charge of measures 
relating to prices; Shoshiro Kudo, chief 
of the price bureau of the Finance Min- 
istry, has been named head of this 
division. 


Price Board 


While the ‘‘Anpon”’ is a planning 
Board, the Price Board is an organ which 
executes policies formulated by ‘“‘Anpon.’’ 
The Price Board was established as a 
machinery coming under the direct super- 
vision of the Cabinet. Minister Zen is 
concurrently Chief of this Board; it 
functions in close collaboration with the 
fifth division of the Economic Stabiliza- 
tion Board. 


Beard of Reconstruction 


In November 1945 the Board of 
Reconstruction came into being to plan 
and carry out the reconstruction of cities 
and towns destroyed by the war. Dr. 
Mikishi Abe, a graduate of the University 
of Illinois, and formerly president of the 
Tokyo Cement Company, heads this im- 
portant Government office. This Board 
consists of the Planning, Land, Construc- 
tion and Special Construction divisions, 
the last named being a special unit to 
handle the subject of construction mate- 
rials needed for: various buildings and 
establishments belonging to the Occupa- 
tion Forces. In order to reconstruct the 
119 cities and towns totally or partially 
demolished by the war, a total of 4,500,- 
000 houses must at least be built, but so 
far only 300,000 have been erected. The 
drawing up of plans for these cities and 
towns has been almost completed, but the 
huge task of actually executing the 
various plans remains to be done. 
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FAR EASTERN ECONOMIC REVIEW 


Exchange & Financial Markets 


The Chinese Dollar Debacle 


The opening of the current week in the 
Shanghai and Canton financial” markets 
witnessed unprecedented confusion and 
absolutely irregular trading. Monday and 
Tuesday (Feb. 10, 11) brought the CN$ rate 
down to what appeared a bottomless pit. No 
“ official” figures were available as the 
Shanghai market was disorganised and few 
transactions were put through. Gold soared 
to CN$700,000 per oz., while Canton quoted, 
at one time, CN$830,000 per tael (20% 
heavier than the oz.). US$ prices fluctuated 
wildly between CN$12,500 to 15,000, and HK$ 
was bought by Shanghai Exchange Shops at 
anything between CN$2,500-2,800. 


The Hongkong market was stunned 
about the extent of the CN$ debacle. Rates 
yesterday (Feb. 11) fiopped to HK$32 and 40 
for forward and spot (per CN$100,000). 


Reports from Shanghai and Canton 
indicate that merchants and the public at 
large are confused and bewildered, and there 
are many angry and violent reactions antici- 
pated, with the Government being blamed for 
the present financial upheaval. 


A discussion by the Legislative Yuan, 
scheduled for Feb. 14, will deal with a serious 
and well-supported proposal by influential 
members of the Yuan requesting Government 
to nationalise gold in China, outlaw gold 
transactions and fall in line with those 
countries who prohibit both the possession 
of and dealing in gold. 


The basic ills of China cannot be cured 
by such proposed legislation; the fabric of 
fhe Chinese economy has to be aliered, and 
altered drastically. 


There were reports current in Hongkong, 
in connection with the chaotic financial deve- 
lopments in Shanghai, indicating that a 
number of important Chinese personages 
have decided to leave China and settle for 
the time being in Hongkong and elsewhere 
abroad. (The Hongkong correspondent of 
the London  opubdlicatiion “The Crown 
Colonist” wrote in the January issue of this 
magazine that “fabulously rich Chinese”, in 
a “dramatic flight of idle capital from 
Shangtai’, have come to the Colony. While 
» p-asent economic upheaval in Shanghai 
is certainiv dramatic, the flight of the 
Shanghai Chinese is a very prosaic matter). 


The foodstuff, raw material and commo- 
dity markets in Shanghai, as a result of the 
violent developments on the gold and 
exchange markets, have been completely dis- 
organised. Popular unrest and indignation 
have further complicated the present con- 
fused situation in Shanghai. 


Local CN$ Exchange 


The Chinese dollar on the local market 
dropped’ further during the week under 
review (Feb. 3-8), from HK$71 spot and 543 
forward at the beginning of the week to 
HK$544 spot and 464 forward (for 
CN$100,000) on Saturday. Further slump in 
the exchange rate is generally anticipated. 
Elsewhere in this issue reference is made to 
the “First Devaluation of CN$ in 1947”; the 
inevitable adjustment of China’s foreign 
exchange rates to realistic levels has been, 
and is being, predicted by every banker and 
trader in China and Hongkong. There will 
be no end to recurrent rate adjustments and 
progressive devaluations of the CN$, whether 
officially recognised in time or with the usual 
delay. Only the balancing of China’s budget 
and a reasonable assurance of an ordered 
national economy can introduce a new period 
of financial and commercial stability. There 
are at present no signs for a change of basic 
conditions in China and a further deteriora- 
tion of the finances of China must be 
expected. 


The CN$ forward market was almost 
paralysed and rates were nominal only. 
While the collapse of the CN$ rate in Shang- 
hai was more spectacular, with a price of 
CN$2,200 being quoted (for HK$1), the local 
market tried to catch up, day by day, with 
the Shanghai record drops but finally only 
scored CN$1,850 (on Feb. 8). The immediate 
effect in Hongkong was the temporary 
decrease of prices for imports from Kwang- 
tung; but such incidental blessing for the 
Colony will be shortlived as the produce and 
commodity prices in Canton and elsewhere 
in China have rapidly followed the general 


trend of price hikings and, before long, all 
imports from China will again cost as much 
as they did at around beginning of February 
(the time when CN$ started on its way down 
with more than customary vigour). 


Geld 


Gold remained rather firm last week 
with insignificant fluctuations (week’s 
highest $325, lowest 317} per tael). Gold 
imports during January were very large but 
most of this precious cargo was consigned to 
Macao, the ultimate destination being an 
open secret. The current gold price here is 
regarded as very cheap considering the con- 
siderably higher prices which to-day are 
paid on the gold exchanges in the Middle and 
Near East. The local average gold price is 
approx. US$48 per troy ounce (calculated at 
the current open funds rate of US$ which is 
in Hongkong about 30% higher than the 
official exchange rate). The Shanghai 
average gold price last week was around 
US$55 per oz. 


Pound Sterling 


Sterling unofficial rate improved slightly 


but still is 5-7% lower than the official 
quotation. The £/US$ cross rate in 
Shanghai mainiained itself around US$3 


while in Hongkong the cross rate was slightly 
weaker. The New York buying and selling 
rates for pound notes remained at US$3 and 
2.90 respectively. 


American Dollar 


US$ drafls were short in supply and 
prices went up to 5.15, some deals even done 
at 5.20. No larger arrival of oversea Chinese 
drafts from the interior was reported. 

The T.T. rate, from 5.10/5.15 at the 
beginning of the week, closed strong at 5.25. 
There was persistent demand and the “ semi- 
ojlicial” rate was repeatedly overstepped. 
The position remained tight and at the 
moment it does not appear that rates will 
come down. Some larger transactions 
involving several hundred thousand US$ 
were reported and every offering in drafts or 
T.T. was quickly taken olf the market. The 
tight market position has naturally induced 
the otherwise unimportant US$ speculation 
to hold out for higher rates and te cash in 
on a bullish market which generally was not 
expected. 


US$ notes were again (compare our 
previous issue) taken off the market by local 
importers who deposited them with several 
European and Chinese banks for the purpose 
of obtaining a L/C with the approval of the 
Exchange Controi, It is supposed that all 
US$ notes finally are shipped to New York. 
The local importer surrenders to the bank the 
total amount in US$ notes covering his 
imports whereupon the respective bank opens 
a L/C, returning usually 75% of the 
previous deposited amount in HK$ (at the 
official rate). Actually, the importer pur- 
chases in the open market US$ notes at 
approx, 22% above the official rate instead 
of buying US$ drafts or T.T. New York which 
at the moment quote about 28% and 31% 
respectively above the official rate. 


The strength of the US$ quotation on the 
open market was not anticipated. Gold 
importers were, of course, the most serious 
competition for the ordinary business man 
who has to make payment when the goods 
from America arrive; and it so happened that 
merchant demand was very heavy during the 
last week with a number of ships unloading 
here American cargces. Outport demand for 
T.T. New York was also reported as quite 
strong which development coincided with the 
latest depreciation of CN$ which usually 
revives Chinese apprehensions about the 
intrinsic value of the CN$ and induces them 
to buy up whatever is available as a hedge 
against inflation. 


In attempting to arrive at an estimate of 
the immediate prospects of the US$ rate one 
has, in addition to the everchanging factor 
of “outport demand”, also to consider the 
not inconsiderable US$ requirements by 
Middle and Near East merchants who look 
for cover in Hongkong. 


j It is obvious that the differences obtain- 
ing in open (or black) market exchange rates 
in various financial centres of Asia, and the 
world at large, have long ago attracted the 
attention of the international arbitrage. 
Unofficial rates for US$ fluctuate often very 
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strongly in one area as against comparative 
stability in another currency area; while, for 
instance, the £/US$ cross rate in one Near 
East centre moves around 3.30, in a Far East 
financial centre the cross rate even tends to 
drop under 3. Provided that sufficient T.T. 
New York can be purchased in one place, an 
arbitrage market can be established. Hong- 
kong has already made some advance in this 
direction. 


With all these unpredictable factors, the 
local unofficial exchange rate of US$ becomes 
a very ticklish affair; local and South China 
merchant demand, gold importers (buying 
for actual delivery anywhere but settling 
exchange here), flight capitalists, arbitrage, 
merchant demand from non-Chinese Asiatic 
markets, on one hand; and on the other, the 
dwindling exchange resources in New York, 
the rather stationary oversea remittances, 
and export bills. 


As regards export bills one can only cal- 
culate on a basis of 75% foreign exchange 
value made available for the open exchange 
market. Most exporters are satisfied with 
the local Exchange Control ruling as to their 
US$ credits disposal. It will be recalled that 
the Hongkong Exchange Control, on Septem- 
ber 20, 1946, informed the banks that 75% 
of exporters’ credits will be freely negotiable 
while 25% would have to be “approved for 
essential items ’’ (meaning: surrender of 25% 
to the Control and permission to sell 75% on 
the open market). 


There are, of course, many exporters who 
do not require the opening of a L/C and thus 
usually are able to dispose of the full US$ 
value on the open market. Another group 
of exporters are transacting business with 
America on a barter basis with the balance 
sellihg on the open market; the bartered 
American goods are disposed here or in China 
against HK$ just as an importer would do. 
Still another sector of local exporters have 
established close financial contacts with 
brokers in U.S. who act as a kind of private 
clearing house for a number of exporters and 
importers both in Hongkong and in US. 
Only once or twice yearly balances are 
cleared and it usually does not amount to 
much when, as may be the case, eventually 
Hongkong exporters score on the favourable 
trade side. 


At any rate, the development and opera- 
tion of the international arbitrage as an 
exchange influencing factor will deserve 
attention, particularly from the viewpoint of 
understanding the trend of open market 
quotations. 


Import Restrictions? 


Chinese bankers appeared concerned 
about the rumoured requests which were 
allegedly put by the Chinese Government to 
the Hongkong Government and which were 
aimed at a rigid import control to be enforced 
by Hongkong. In order to cooperate with 
China, so purports the local report to know, 
the Colony ought to restrict imports to cer- 
tain quotas to be worked out by considering 
the estimated requirements of the -local 
population for consumer goods and raw 
materials plus a Chinese’ Govt.-permitted 
total of imports from Hongkong into China. 
The whole scherne presupposes that China 
cannot effect proper control over the entry 
of smuggled goods into China but has to rely 
on the cooperation of foreign authorities. In 
the case of Hongkong (but not yet Macao 
on account the supposedly less accommodat- 
ing attitude of the Portuguese authorities) 
smuggling of American, British etc. goods 
into China can be best prevented by pro- 
hibiting “excess imports” into the Colony; 
“excess” obviously meaning anything which 
is not required for the direct use of the 
Hongkong market. Since approx. 80 to 85% 
of local imports are finally destined for con- 
sumption in China, the acceptance of the 
alleged Chinese request would actually 
amount to strangulating the import, and for 
that matter as well the export, trade of the 
Colony. In rough figures, the cut-down of 
present average imports would not have to 
amount to 80% but only to about 60%, taking 
into consideration a certain quota permitted 
by China for importation of foreign goods 
via Hongkong into China. 


Some bankers think that the recent visit 
of Mr. Tsuyee Pei had something to do with 
this rumoured scheme. Those who doubt the 
seriousness of the story are, naturally, 
reminded that the Hongkong Govt., at a 
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previous occasion, saw fit to cooperate with 
the Chinese Govt. by prohibiting the export 
of cotton piece goods. (When the Chinese 
authorities last autumn pointed. out that 
much cotton yarn was regularly smuggled out 
of China which was manufactured locally 
into piece goods and then exported to 
Malaya, Siam etc., Hongkong Govt. clamped 
down on the Chinese smugglers of cotton 
yarn by declaring an embargo on export of 
cotton piece goods. Luckily, Japanese 
imports of yarn have meanwhile relieved the 
situation). 


Issue of Bonds? 


Another financial rumour although of 
less gloomy character concerned itself with 
alleged negotiations which are now underway 
for the eventual issue of a new (fourth) 
government loan. Some Chinese financiers 
were interviewed in this connection by 

. Officials of Government and it was generally 
predicted that a new government bond issue 
would be quickly oversubscribed by the local 
and outport investors. 


The problem of Treasury Notes vs. Bank 
Notes was naturally mentioned in this con- 
nection but discussions have not transcended 
the private rooms of bankers and financiers. 


Mention was also made of the recent 
issue of Savings Certificates for the Malayan 
Union in Singapore. The Financial Secretary 
of the Malayan Govt. was authorised to 
borrow money by issuing up to Straits $10 
million so-called Savings Certificates, the unit 
value to be Str.$15 which would be redeemed 
after ten-years at $20. 


Customs Gold Unit 


The new Customs Gold Unit issues of 250 
and 500 denominations (equalling -CN$5,000 
and 10,000) have arrived here with a 
vengeance. The market here always took a 
fancy to CGU notes quoting them a little 
higher than CN$. By any other name, one 
CGU is just CN$20. The total issue of these 
new CGU notes amounts to one trillion CN$ 
(according to Shanghai estimates, as on 
February 1); further additions have been 
reported during the first ten days of the 
current month. 


New Chinese Banking Law 


Foreign banks in China prepare already 
for rude shocks to be administered by the 
new Banking Law of China which is under 
compilation. Dr. C. Chang (Chang Chao- 
yuen), member of the Legislative Yuan, is 
preparing the draft of the Law. According 
to Dr. Chang, the Banking Law will be com- 
pleted by about May, and will then be 
enforced in China. While the Banking Law 
will permit foreign banks, as far as they 
exist already in China, to continue opera- 
tions in China; it will impose far-reaching 
restrictions on these banks by prohibiting 
their doing business in savings, trust and 
ordinary deposits. 


Unofficial Exchange Rates in Hongkong 


in HK$ 
Bank Notes 
Gold per CN$ 
February tael per 10,000 US$ =z 

3 323 694 4.82 14.80 
4 3184 65 4.88 14.70 
5 3174 64 4.92 14.90 
6 319 63 4.89 14.70 
7 3184 60 4.92 15.10 
8 3174 544 4,92 15.10 


Unofficial Exchange Rates in Shanghai 


in CN$ 
Gold 
February peroz. HK$ US$ a3) 
3 423,000 1,480 7.750 24,100 
4 476,000 1,720 8,800 26,200 
5 484,000 1,800 9,200 28,000 
6 487,000 1,820 9,200 28,500 
7 525,000 1,880 10,500 33,000 
8 541,000 2,150 11,500 35,000 


Hongkong Gold Imports 


& Exports 


Gold imports during the month of 
January 1947 totalled a declared value 
of HK $29,364,297. Exports for the 
same period aggregated HK $23,857,758, 
all of which went to Macao. 


Detailed returns are as follows: 


imports: 


from United Kingdom HK$5,700,- 
000 (in bars, arrived early in January 
by a Lancastrian airliner, consigned 
partly to an American Bank, partly to a 
British trading company). 

from Mexico HK$7,829,737 
coins). 

from the Philippine Republic HK$ 
1,290,000 (in coins, actually of Mexican 
origin, only declared as Philippine gold). 

from United States HK $14,544,560 
(in bars $11,654,560, and in coins 
$2,890,000). 


Exports: 
to Macao HK $23,847,758 (in bars 


$16,879,758, and in coins $6,968,000), 
for a quantity approx. 100,000 taels. 


(in 


The balance of Hongkong gold im- 
ports over exports is accounted for by 
some delay in transhipment to Macao. 
All gold imports were made for account 
of Macao importers, covered by import 
permits by the Portuguese Colonial Gov- 
ernment of Macao and transit permits 
by the Financial Secretary, Hongkong 
Government. 


Very little is expected to be due for 
arrival in February for fulfillment of the 
Macao orders (as far as covered by Hong- 
kong transit permits). The imports of 
gold into Hongkong are going to peter 
out during the current month and bullion 
brokers are not expecting a revival of 
this business, at least for some time. 


Macao gold import permits, which 
were not endorsed in Hongkong for the 
purpose of ensuring landing of gold in 
transit and temporary storage in local 
banks, total approx. 250,000 to 300,000 
taels. The question of how to effect 
shipment of this quantity of gold, which 
would value approx. US$15 million (at 
the current CIF Asiatic port cost of abt. 
US$51/52 per tael) and the method of 
settling exchange and of payment in 
case Macao banks only have to attend 
to this business, appears complicated and 
difficult. However, the always ingenious 
brokers and especially native banks can 
be relied upon to find suitable ways and 
means to obviate any inconvenience. The 
immediate issue is whether and when the 
Macao airport is going to be put into 
shape so that aircraft can land there; the 
first landing tests were unsuccessful and 
a CPA plane encountered even an 
accident at a trial landing. Within 
another six weeks, it appears, the airfield 
should be ready for use, and the gold 
import question will then assume more 
practical forms. 


Hongkong Silver 
Exports 


Total silver exports in January amount- 
ed to a declared value of HK$12,731,134 in 
bars, dollars and subsidiary coins. Silver 
valued at $840,000 was shipped to U.K., and 
silver- shipped. to India valued $11,891,134. 
The quantity involved has been around 34 
million taels, computed at the current open 
market silver quotation per tael. 


There were no registered imports of 
silver in any form. 


Hongkong Stock & 
Share Business 


The past week witnessed one of the 
dullest sessions in the Market. The under- 
tone was too steady to allow for any 
appreciative movement either way. There 
were buyers in evidence for most shares but 
it seemed that their orders were tempered 
with caution due, no doubt, to fairly large 
blocks of estate shares ready for liquidation 
as soon as attractive prices are reached. 


However, in spite of these steady offer- 
ings, optimism prevails. Nearly all of the 
Companies have had record earnings and this 
fact alone is lending confidence to share- 
holders who may expect some good dividends 
in the near future. 


Hongkong Banks have remained in good 
demand at around $1,470/1,480 in spite of 
the London price falling from £94 to £904. 


Bank of East Asia shares firmed up to 
$145 buyers without attracting any sellers. 


Cantons and Hongkong Fires were 
steady at quotations with only a small parcel 
of the latter changing hands at $2474. 
Earlier in the week Unions were done at 
$670 at which rate they closed as sellers. 


Union Waterboats closed firm with 
buyers trying to find sellers at $35. 


Wharves eased off at the close to $1474 
sellers after reporting sales at $1524. Docks, 
in spite of the New Issue, seem stagnant at 
$174/% and Providents were quiet at around 
$i4. 


Hotels, had some substantial lots offered 
but still found buyers at $18.65 at which 
rate they were absorbed. Lands improved 
from $80 to close buyers, with no sellers, at 
$824. Humphreys were neglected at $183 
with a small sales reported at $184. Realtys, 
which should see a decided improvement, 
have been most sticky at $164 at which rate 
some large lots were offered and taken up. 


Among the Public Utilities, Trams and 
Telephones showed improvement. The 
former closing buyers at $32’ and the latter 
sales at $36}. China Lights, saw much 
activity at rates ranging from $10.20 to $10.75 
for the Old shares, closing sales at $10.50. 
The New shares can be placed at $63. Hong- 
aor Electrics fluctuated between $32} and 

34. 


In the Industrial Section, Cements led 
by a substantial gain of $3 to close $15 
buyers, with sales reported in the middle of 
the week at $154. Ropes had little doing at 
$93 to $10. 


Among the Local Stores, Lane Crawfords 
were in very strong demand at $244 with no 
sellers to be found. An excellent final 
dividend is expected from this Company. 
With no shares offering buyers have not felt 
inclined to raise their rates for Watsons 
which were left nominal at $25. Shares of 
the Chinese stores remain in demand at 
quotations with no sellers. 


Marsmans (Hongkong) have come to life 
again at 1/3 buyers. 


New Share Brokers 


Three new applications for the acquisition 
of a Seat at the Exchange were filed recently; 
Mr. R. J. R. Elias, the well-known foreign 
exchange and bullion broker from Shanghai, 
has applied to become a Member of the 
Hongkong Stock Exchange; Mr. Aubrey 
Hillaly, partner of Hilally & David, Shanghai, 
has sent in to the same Exchange his appli- 
cation; aud Mr. Yeung Chang-fan has written 
in to the Sharebrokers Association in order 
to acquire a Seat. 


Brokerage Fees 


The minimum brokerage fee of 1% is 
chargeable on all share transactions but it is 
Known that some brokers charge less to their 
clients. It is in the interest of all share- 
brokers that the accepted rate of 1% is being 
adhered to and no undercutting practices and 
unfair competition set in. The share busi- 
ness is about to expand and to benefit the 
financial rehabilitation of the Colony in 
which share brokers are regarded to have a 
good job to perform. Just as is desireable 
that there are one Exchange, unified rates 
and control over transactions, relations 
among certain brokers should not unduly be 
strained by differences in the charge of 
brokerage fees. 
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HONGKONG STOCK EXCHANGE 
Quotations on February &, 1947. 


Business done 


uring the 
week or 

Stock Buyers Sellers Last Sale 
H.K. Govt. Loans 
4% Loan 1054 _ 1053 
34% Loan (1934) 1023 = — 
34% Loan (1940) 1023 = = 
Banks 
H.K. Bank 1,475 == 1,470/1,485 
H.K. Bank 

(Lon. Reg.) =e — £933/£903 
Chartered Bank — == £12.3/16 
Mercantile Bk. 

A. & B. — = £234 
Bank of East Asia 145 Ss — 
Insurances 
Canton Ins. 345 — — 
Union Ins. = 670 674 
China 

Underwriters = 1 1 
H.K. Fire Ins. 24734 — 2473 
Shipping 
Dougiases ss — 200 
H.K. Steamboats — = 12 
Indo Chinas (Pref.) — — 120 
Indo-Chinas (Def.) — =e 250 
Shells (Bearer) _ — s. 98/13 
Union Waterboats _ 34 — 30/34 
Docks, Wharves, Godowns, etc. 

HLK. & K. 

Wharves 145 = 150/ 1474 
H.K. Docks 172 = 173/18 
Providents 14 143 14 
Mining 
Raubs as _ $.60 
H.K. Mines 03 a === 
Lands, Hotels & Bldgs. 

H. & S. Hotels 18.60 183 18.35 / 183 
H.K. Lands 82 — 81/82} 
H.K. Lands 4%, 

Debentures 104 = = 
Humphreys —_— 19 = 
H.K. Realties 163 163 163/163 
Chinese Estates 155 = — 
Public Utilities 
H.K. Tramways 314 32 303/314 
Peak Trams Old) — 11 = 
Peak Trams (New) — 5 = 
Star Ferries 67 70 70 
Yaumati Ferries 233 = 234 
China Lights (Old) 103 10.70 10.30/10.60 
China Lights (New) 6.10 —= 6.10 /6.2u 
HLK. Electrics 33 333 323/334 
Macao Electrics = 19 oad 
Telephones (Old) 353 36 36 «353 
Telephones (New) 18.60 —_— — 
Industrials 
Canton Ices 210 — = 
Cements 15 153 14/153 
H.K. Ropes 10 = 16 
Stores, &c. 

Dairy Farms 333 — 333 
Watsons 254 —_ 25% 
Lane, Crawfords 232 _ 233 / 233 
Sinceres 6 =, = 
China Emporium 4.80 — —_— 
Sun Co., Lta. 2.80 _— -- 
Kwong Sang Hong 190 —_ = 
Wing On (H.K.) 80 = _ 
Wm. Powell, Ltd. — 3 — 
Miscellaneeus 

Entertainments 26} = = 
Constructions 

(Old) = = 4} 
Vibro Piling 3} — — 
Maersmans Inv. 

(Lon.) a = s. 13/3 
Marsmans Inv. 

(HLE.) s.1/3 = — 

COMPANY ANNOUNCEMENTS 


Alex. Ross & Co. (China) Ltd. 


Mr. J. K. Ross, Director of the Company, 
announces that Mr. A. C. Eilis has been 
appointed General Manager, and Mr. Luke 
Oi-wan has been appointed Chinese Manager 
of the Company. 


Hongkong, Canten & Macao Steamboat Co. 
Ltd. 


As 1.e Company’s Agent in Macao, Mr. 
A. M. da Silva has been appointed. 
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NOTICE 
HONGKONG & WHAMPOA 
DOCK CO., LTD. 


ine Kegisier vl Members ol ine Hong- 
song @ Wudlipoa Lock LO., Lid, Wu be 
opeuea trom Monaay the 1vth day ol 
reoruary, 1947, to Savuraay the oth aay of 
Maren, 1y47, both aays inclusive and imme- 
aistely tnereatver wii be closed again for the 
period from Monday tne 10th day ot March, 
1947, to Saturaay the ldtn day of March, 
1947, both days inciusive. 


During the said period when the Register 
of Members will ve so closed it is the inten- 
tion of the Company to offer to members as 
YHEN SHOWN UN SUCH REGISTER 300,000 
unissued shares oi the nominal value of 
$10.00 each at the price of $20.00 per share 
(such price being payabie in full upon appli- 
cation within two months from the date of 
such olier) and sc that each such member of 
the Company or his approved nominee shall 
be entitled 10 apply for an take up as near 
as possible 3 unissued shares for every 5 
complete shares then held by such member. 
Any shares so offered to members and not 
paid for on due date by them or those in 
whose favour they shall have wholly or 
partly renounced their rights will be taken 
up and paid for by Mollers’ Trusts Limited 
at $20.00 per share. 


lt is therefore very important that any 
persons who have purchased shares in the 
Company but are not on the Register in 
respect thereof should, if they wish to take 
advantage of such oiler, forthwith on the 
opening of the Register present their trans- 
fers accompanied by the requisite certificates 
together with the approval in writing of the 
Registrar of Companies for registration. 


The present authorised capital of the 
Company is one million shares of the nominal 
value of $10.00 each, of which 472.875 shares 
heve been issued. 


By an Agreement dated the 4th day of 
February, 1947 and entered into between the 
Company of the one part and Mollers’ Trusts 
Limited of the other part it has been agreed 
thet, in addition to Mollers’ Trusts Limited 
underwriting the said 300,000 unissued shares 
to be first offered to members as set out 
above, the Company shall also allot and 
Mollers’ Trusts Limited shall take up and 
pev for:— 


(a) 27.125 unissued shares at par 


(b) 206.000 unissued shares at $20.00 per 
share. 


By Order of the Board. 


R. G. CRAIG, 
Acting Chief Manager. 


Kowloon Docks. 8th February. 1947. 


in China 


“lL Special Shanghat Correspondent; 
¥ on v 


Taxation 


(hy 


(Compare Far Hastern Economic Review 
issues of January 22, page 44, and of 
December 25. page 9, dealing with Taxes in 
China). 


Business Tax: Although the Business 
Tax is imposed by a Ceniral Government 
iaw, its administration is now delegated to 
the Municipal Government of Shanghai. 
Seventy percent of the proceeds of the tax 
is retained by the Municipal Government and 
thirty percent is turned over to the Central 
Government. A Business Tax Appraisal 
Committee, which is to appraise taxable 
business receipts. was recently authorized by 
the Ministry of Finance. 


Commodity Tax: From November 22, 
1946, manufactured cotton goods will be free 
of any further commodity tax provided pay- 
ment of the commodity tax was made on the 
cotion yarn. With respect to the commodity 
tax on locally manufactured cigarettes, a 
plan is being considered whereby the tax will 
be determined according to a grade system 
and, if adopted, will supercede the prevailing 
100 percent ad valorem determinant. The 
commodity tax on wheat flour. cement, tea 
leaves. skins. joss paper. beverages and 
cesmetics has been waived until the end of 
November provided manufacturers can 
establish by contractual or other legal 
evidence that the order for the commodity 
in question was placed before the commence- 
ment of the Jevy on October Ist. 


February 12 


Business License Tax: This is a Munici- 
pal Government ordinance levied on certain 
types of business and, according to a press 
announcement, November 3, assessment is to 
be based on 5 per mille of the capital stock. 


Special Excess Profits Tax: On Novem- 
ber 28, the Commercial Journal, a_ local 
publication, reported that the Ministry of 
Finance decreed termination of the Excess 
Profits Tax as a wartime measure, a similar 
tax to be collected under the new Special 
tecess Profits Tax Law, beginning January, 
1947, 


House Tax: New House Tax regulations 
came into effect on November Ist. The 
former 200 percent surtaxes were abolished 
to be superceded by a Municipal Reconstruc- 
tion Tax (M.R.T.). According to the ordin- 
ance, the M.R.T. is to be borne by the tenant 
and the House Tax by the landlord. In 
actual practice. however, the tenant is 
generally responsibie for the entire amount, 
the reason being that most leases contain a 
provision whereby the tenant agrees to pay 
“all taxes” in connection with the lease of 
the property. 


Income Tax: It has been ascertained 
from the Direct Tax Bureau at Shanghai that 
income taxes now in process of collection are 
vased on the old Income Tax Law, but that 
assessments will commence under the new 
Income Tax Law in January, 1947. The new 
Law was promulgated last April and the 
Enforcement Regulation of July 3. Much 
concern is manifested by foreign business 
firms in Shanghai as a result of Article 4 
of the Regulations which arbitrarily 
categorizes forcign companies under Class 
I-A, with taxation to be based on a graduated 
scale of profits, reaching a 30 percent maxi- 
mum _ of CN$7 million (US$2,100 at CN$3,350 
per US$1.00). Chinese limited companies, on 
ihe other hand, are categorized under Class 
I-B -vhich bases the tax on a percentage of 
profits in relation to capital, resulting in a 
relntively low tax rate. 


Chinese Import & Export 


Commodities 


Tung Oil: By the end of 1946 prices 
were firm in Shanghai and interior. From 
US$0.353 per lb. at beginning of November 
the price stood by middle of December at 
$0.37. Stocks have dwindled and a supply 
shortage is expected for earlier part of 1947. 


Chinese Medicines: On account of good 
export prospects prices in Shanghai remain 
firm. In gall nuts a shortage has been felt. 


Peppermint Oil and Menthol Crystals: 
There was little business transacted in these 
items in the face of keen competition of 
Brazilian products, U.S. buyers also are 
reluctant to buy menthol at US$7.50 per 
pound. However. some transactions were 
contracted with buyers in Europe. In the 
first ten months of 1946. China exported 
41.260 mounds of menthol crystals to the 
United States. 


Yea: A semi-official organization com- 
posed of tea producers and merchants, 
numbering several banks among its stock- 
holders, known as the China Associated Tea 
Corporation, is now in the final stages of 
tormation. The purpose of this company is 
to promote the sale of Chinese tea abroad 
and to standardize production. The new 
organization will be temporarily represented 
in New York by the Standard Imports and 
Exports Company of China. 


Wooi: Anierican camels hair and 
cashmere buyers, after touring North China 
during the past six) weeks, reached the con- 
clusion thal purchases of Chinese wool, for 
the present at least, are far out of line with 
prices in the American market. The sales 
price is low, but transportation and handling 
charges from production point to point of 
exit are excessive. The opinion has been 
advanced that the only method of meeting 
buyers’ prices for wool is on a barter basis 


with the Chinese Government subsidizing 
exports. 
Tin: The demand for tin has risen con- 


siderab!y in America giving bright promise 
to export, and prices have risen along with 
this increased demand. The export of 
Kochiu tin, however, is still very limited 
because of transportation difficulties and 
decreased production and the tin merchants 
there have requested of the Government a 
CN$4 billion (US$i.2 million at the official 
rate) low interest loan to help the recovery 
of the tin industry. 
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Straw Hats & Hair Nets: These items 
are continuing to find a ready market abroad 


even in the face of generally declining 
exports. 
Pineapples: The Taiwan Provincial 


Trading Bureau plans to export its first post- 
war shipment of 10,000 cases of canned 
pineapples to the United States and Great 
Britain during the coming spring. The 
Taiwan Pineapple Corporation which was 
organized at the beginning of November is 
mapping out a five-year plan to restore the 
Province’s export trade in the commodity. 


Trucks: Information has been received 
from tne Import Licensing Board to the effect 
that no applications for the importation of 
trucks will be considered during the first 
quarter of 1947. 


Chemicals and Pharmaceuticals; The 
Shanghai market is fiooded witn certain 
chemical and pharmaceutical lines, notably 
those products not in short-supply in the 
United States. Pennicillin and Sulpha drugs 
are wholesaling below landed costs. Vase- 
line, Gum arabic and potassium bichromate 
sales scarcely cover costs and little demand 
is evidenced for magnesium carbonate, 
calcium carbonate and sodium _ silicate. 
Bleaching powder prices are showing some 
improvement, however, and the market is 
good for caustic soda, nitric acid, sodium 
nitrate, sodium sulfide, ammonium sulfate as 
well as dyes and colours. 


Paper: Owing to transportation difficul- 
ties in the interior, paper prices have 
weakened despite a 40 percent increase in 
the manufacturing costs of locally produced 
paper. A rumour to the effect that a con- 
signment of 10,000 tons of white paper taken 
over by Russia from the Japanese in 
Vladivostok is expected in Shanghai soon has 
further depressed the market. Taiwan’s first 
paper shipment consisting of 500 tons of 
white and yellow paper arrived in Shanghai 
during the month of November. 


Sugar Industry in the 
Philippines 


Production of centrifugal sugar in the 
Republic of the Philippines during the 
1946-47 season, which began in November 
1946, is unofficially estimated at from 100,000 
to 105,000 short tons. Fifteen centrifugal 
sugar mills expect to operate during this 
season, and about 940,000 short tons of sugar- 
cane will be ground. 


Nine mills operating in Luzon probably 
will produce 54,000 tons of sugar, and six in 
Negros, 46,000 tons. One of the mills may 
be delayed in completing repairs and may 
not grind until the end of 1947, production 
being counted in the crop of 1947-48. One 
mill located in Leyte will grind this season 
and has a prospective production of 3,500 
tons. 


Although the area in cane to be harvest- 
ed for grinding at mills is estimated at only 
25,000 hectares (61,775 acres), the total area 
now in cane within mill districts is believed 
to be about 45,000 hectares (111,195 acres). 
The additional 20,000 hectares (49,420 acres) 
inciudes cane planted too late in 1946 for 
cutting this season, cane to be cut back solely 
for seed, and cane growing in areas which 
lack operating mills. 


The numerous small plantings of cane 
outside of mill districts are not included in 
the above’ estimates. _Muscovado and 
panocha sugar will be made from such cane, 
and also from some of the cane within mill 
districts not accessible to the large sugar 
mills. Production of low-grade sugars in 
1946-47 is expected to he larger than before 
the war. 


In the 1947-48 season, 19 mills may be 
grinding cane for centrifugal sugar in the 
Philippines. These will include the 15 mills 
grinding this season, in addition to 1 on 
Luzon being repaired, 2 on Negros, and 1 on 
Cebu. Sufficient cane may be planted this 
year within those miil districts tu provide a 
total of 75,000 hectares (185,325 acres) for 
harvest next season, including the ratoons 
from this year’s crop. 
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FAR EASTERN FOOD REPORTS 


RICE ALLOCATIONS FOR 1947 BY INTERNATIONAL EMERGENCY FOOD COUNCIL 


A total of 1,682,600 tons of rice has been 
allocated to different countries by the Inter- 
national Emergency Food Council for the 
first half of 1947. Of this total India will 
receive 410,000 tons. Other allocations are: 
China—245,000 tons; Malaya—225,000 tons; 
Ceylon—200,000 tons; Borneo—25,000 tons; 
Hongkong—80,000 tons; Philippines—95,000 
tons; N.E.I.—100,000 tons; British Far East 
Forces—6,000 tons; U.K. for Asiatic Seamen 
—3,000 tons; U.S. Forces in Korea—50,000 
tons; French Overseas Territories—36,500 
tons; Reunion—9,000 tons and Somaliland— 
300 tons. 


The Council stressed that supplies of rice 
in the world were far below even the mini- 
mum subsistence requirements of nations 
where rice was the major element of diet. 
The amount available for allocation was less 
than 50% of the stated requirements of the 
nations and areas for which allocations were 
recommended. 


Burma with 800,000 tons would be the 
world’s greatest exporter of rice in the first 
six months of 1947. 


The Council pointed out that it held no 
hope for a larger world export supply in the 
second half of 1947 as the largest exports fell 
in the first half of the year immediately after 
the crop had been harvested in major pro- 
ducing areas. 


Rice Supply Details 


Details of the arrangements made by the 
IEFC for countries to obtain their supplies 
of rice are as follows: India—386,800 tons 
from Burma, 8,300 from Brazil and 14,900 
from FIC; China—100,000 tons from Burma, 
33,000 from FIC, 100,000 from Siam and 
12,000 from USA; Malaya—116,200 tons from 
Burma, 100,000 from Siam, 6,000 from Brazil 
and 2,800 from Australia; Ceylon—112,000 
tons from Burma, 60,000 from Egypt and 
28,000 from Brazil; Borneo—25,000 tons from 
Siam; Hongkong—45,000 tons from Burma 
and 35,000 tons from Siam; Philippines— 
50,000 tons from US, 40,000 from Siam and 
5,000 from Brazil; NEI—25,000 tons from 
Burma, 25,000 from FIC and 50,000 from 
Siam; Far East Forces—6,000 tons from 


Thus far, importers have been unable to 
obtain much fertilizer for the sugar industry, 
and yields probably will be low. Should 
cane production of 40 tons per hectare be 
assumed, then the 1947-48 harvest might 
provide 3,000,000 short tons of cane, enabling 
the production of perhaps 330,000 tons of 
centrifugal sugar. 


is difficult to forecast 
beyond 1947-48. Growers in many districts 
are awaiting information concerning mill 
intentions before investing heavily in new 
cane planting. Six mills in bad condition are 
actively interested in making repairs or in 
reconstructing their plants in time to grind in 
the 1948-49 season. Seven other mills await- 
ing more information on financial and trade 
developments before beginning repairs or 
reconstruction potentially may be operating 
in 1948-49. The general opinion is that these 
13 mills will rebuild and that no later than 
1949-50, 32 mills will be operating in the 
Philippines. 


Reconstruction of only 32 mills does not 
mean necessarily that Philippine capacity for 
sugar production will not be as large as in 
1941, when 41 mills were in operation. 
Operating mills may take over the quotas of 
the 9 mills being eliminated, either by merger 
or by purchase, obtaining in this manner 
more cane and utilizing more efficiently their 
machinery and equipment. 


From 1936 through 1940, the Philippines 
produced annually a little more than 1,000,000 
short tons of centrifugal sugar and exported 
each year to the United States an average 
quantity approximating 900,000 tons. The 
foreign-trade situation has been sharply 
reversed since the war, with the Philippines 
importing sugar in 1946. Total commercial 
imports of sugar in 1946 are exvected to be 
nearby 25,000 short tons. This includes 
13,000 tons from the United States, 6,000 
from Cuba, and possibly 6,000 frorn Peru and 
Nicaragua. 


During 1947, the domestic supply of 
sugar will rernain less than the demand, and 
importers may desire to bid for small 
quantities of refined sugar from foreign 


The situation 


sources, particularly in the second haif of the 


year. 


Burma; U.K. for Asiatic Seamen—3,000 tons 
from Burma; US forces in Korea—25,000 tons 
from Siam, 11,800 tons tons from Brazil, 1,200 
tons from FIC and 6,000 from Burma; French 
Overseas Territories—35,600 tons from FIC 
and 900 tons from Australia; Reunion—9,000 
tons from FIC and Somaliland—300 tons 
from FIC. 


Netherlands East Indies Crop Position 


Food crops in Batavia, Semarang, Soura- 
baya, Banka and Billiton have not been satis- 
factory; in Medan and West Borneo they 
have been normal and in Bandoeng area 
more favourable. Generally rainfall was 
sufficient during Dec., although in some 
places it was still irregular. In some areas, 
people are faced with complete starvation, 
leading to a special appeal to the IEFC from 
the NEI govt. 


Meanwhile, the Indonesian Govt. has 
already receivel 5,700,000 yards of cloth from 
India in exchange’ for rice while another 
9,000,000 yards are awaiting shipment at 
Indian ports. 


Rice in North Indochina 


There will be no serious rice shortage in 
Tonking and North Annam for the next 4 or 
5 months at least, thanks to the Nov. harvest 
of about 1,000,000 tons. Although secondary 
harvest prospects in May 1947 are not so 
good, with reserves built up there will be 
enough rice for the populations. 


Siam’s Rice Exports 


Siamese Commerce Ministry announced 
that because the rice crop in Siam is not up 
to expectations, Siam will deliver only 20,000 
tons of the 60,000 tons of rice which she was 
supposed to export in January 1947 under 
the Rice Agreement. The rest of the crop is 
needed for home consumption. Under the 
revised agreement, Siam is to send 600,000 
tons of rice by the end of August. The 
Siamese Govt. is of the opinion that this 
year’s crop will be only 430,000 tons. The 
other 170,000 tons will have to come from 
stocks. ° 


Philippines Rice Production 


About 76% of the country’s pre-war rice 
acreage has_ been planted. Incomplete 
figures at the end of Sept. 1946 showed the 
area already planted as 1,664,000 hectares as 
against 2,125,835 in 1939. The Govt. hopes to 
supplement this season's harvest with rice 
from the U.S. South America and Siam. 
With these better prospects, rice prices have 
fallen considerably. 


Sugar prices, on the other hand, have 
gone up, the Philippines now being a con- 
sumer instead of a .:producer country. 


Java Sugar. 


Java’s sugar production for 1947 is not 
expected to exceed 25,000 tons compared with 
20,000 tons last year and over 1,500,000 tons 
in 1939. Plans for increasing production are 
not likely to take effect this year, Official 
estimates put sugar now available in the 
interior of Java at 1,500,000 tons. 


Report from Malaya 


An ordinance to provide for the borrow- 
ing of money by the issue of savings 
certificates in the Malayan Union was 
published in the supplement to the Malayan 
Union Government Gazette, September 27, 
1946. Under this ordinance, the financial 
secretary, with the approval of the Governor, 
may borrow up to S$19,000,000 by the issue, 
as he may deem expedient, of Victory 
Savings Certificates to individuals. Certifi- 
cates may not, except with the consent in 
writing of the financial secretary, be issued 
to, or held by or on behalf of, any corpora- 
tion, partnership, society, or combination of 
persons. 
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THE SILK INDUSTRY OF JAPAN 


National Importance and Intricate Technique 
‘of Production 


A billion yen worth of silk has been shippped 
abroad since March 19 last year, mainly to the 
United States but also to England and Australia. 
Silk was the first export article to go out of 
Japan after the end of the war. No other fact 
brings home so clearly the importance of silk in 
the reconstruction of Japan. 


_. The year 1947 expects to see twice as much 
silk exported. No other single commodity is 
expected to assume such a big role as collateral 
for imports, on which the future livelihood of 
Japan must inevitably depend, 


These facts contradict the idea that sericul- 
ture is on the decline. The advent of nylons 
and other substitute materials was generally 
heralded as meaning the end of silk. The market, 
however, has belied this claim, and instead of 
declining, the demand for silk throughout the 
world has increased since the end of the war. 


The place of Japanese silk manufacturers in 
post-war peacetime Japan has thus taken on new 
significance. Air-raids during the war and Zai- 
batsu dissolution after the war have cut in deeply 
on the traditional silk industry. 


Silk Five Year Plan 


The Japanese Government some time ago 
announced a five-year plan for the reconstruction 
of the sericulture industry. Details include the 
following : 


Restoration of mulberry plantations and spin- 
ning equipment to turn out 238,000 bales in the 
fiscal year 1950, 273,000 bales in 1951, and 321,000 
bales in 1953. 


This plan looks ahead, but it disregards the 
resent needs which are urgent, Along with these 
‘ar-sighted plans should go short-term plans to 
breach the current stringent economic situation. 


It is necessary to draw up plans for big mul- 
berry plantations several years hence, including 
the immediate planting of trees now. Simul- 
taneously programs must be devised to harvest 
as much mulberry leaves from the existing 
plantations as possible. Priority should imme- 
diately be given for the distribution of fertilizer 
to these plantations, 


Mulberry Acreage 


When the war came to an end in August 
1945, the acreage under mulberry was about a 
third of what it was in 1930. The government 
launched a five-year program to increase the pro- 
duction of cocoons, but even at the end of this 
program in 1951, Japan will produce only 320,000 
bales and the acreage under mulberry will be 
barely 45 per cent of that in 1934. 


For this reason the government is concen- 
trating its attention on pushing through its 5-year 
silk program. In March it established the Silk 
Investigating Commission under the direct super- 
vision of the Ministry of Agriculture and Forestry. 


a 


The certificates are to be issued with a 
unit value of S$15, or in multiples or frac- 
tions thereof, repayable by the Government 
at the expiration of 10 years from the date 
of issue or earlier as provided in the ordin- 
ance. The surrender value of each certificate 
at the end of 10 years is S$20. 


Any person intending to import goods 
into, or exports goods from, the Crown 
Colony of Sarawak must obtain a written 
permit from the Superintendent of Customs, 
a district officer, or some other authorized 
deputy, according to regulations promulgated 
under a Control of Imports and Exports 
Proclamation, 1946. In all cases, the Super- 
intendent of Customs or the district officer 
has discretionary powers to issue or refuse 
to issue the permit. Nondutiable goods 
carried or worn by a person entering or 
leaving Sarawak, or forming a part of his 
personal baggage, may be exported or 
imported without a written permit. 


Effective August 31, 1946, all exports of 
certain specified commodities from the 
Colony of Singapore are prohibited except 
when accompanied by a license procured 
from a competent authority under the Pro- 
hibitions of Export Order, 1946. 


This commission is now studying methods of 
improving the technique employed in the produc- 
tion of silk yarn. 


There is also a civilian organ, the Nippon 
Silk Yarn Association, which is concerned with 
the maintenance of liaison between its local 
branches and with the enforcement of control 
over silk yarn producers. 


Silk Raising & Silk Yarn 


Nagano produces more silk than any pre- 
fecture in Japan. Gunma, Fukushima and Sai- 
tama prefectures follow in order. 


The prefectural silk testing office in the city 
Nagano is by far the largest in Japan. There are 
about 400 officials in this testing office which has 
made a great contribution to the improvement of 
silk and cocoons. The office is divided into 
three sections, experimentation. silk-raising, and 
silk yarn. The officials and employees of the 
office are kept busy day and might when the 
silkworms begin to spin cocoons. 


In the experimentation section tests are made 
to determine the quality of mulberry leaves and 
the physical condition of silk-worms. Incidentally, 
there are innumerable kinds of mulberries. At 
present 157 kinds are cultivated. Mulberry leaves 
are picked with the utmost care and fed to the 
silk-worms which are divided into spring, sum- 
mer, and autumn crops. 


It takes approximately three weeks’ time for 
a silk-worm to grow from a pupa to be able to 
make a cocoon. In the interval it sleeps three 
times and casts off its skin four times. From the 
time it hatches until it has made a cocoon it 
increases 10,000 times in size. 


Experts in the office are constantly at work 
improving silk-worms by cross breeding. Here 
Mendellian law is upheld. 


There are 36 kinds of original silk-worm eggs 
and several hundred kinds of silk-worm eggs in 
all. At the moment the use of 22 kinds of 
original silk-worm eggs is encouraged. 


Silk Worms 


The quality of silk-worms is determined by 
the thickness and the nature of the yarn of the 
silk they make. A slender yarn is extremely 
long. On the other hand a thick yarn is very 
short. The yarn which is favored abroad is from 
14 to 21 deniers. The problem of the experts 
at the office is how to eliminate defects. 


The silk-raising section is chiefly concerned 
with the guidance of general silk-raisers. A full- 
grown silk-worm lays as many as 700 eggs and 
it dies when it has finished laying. 


If one enters the silk-raising room one will see 
the silk-worms eating mulberry leaves voraciously. 
The sound they make when eating leaves is like 
a passing autumn shower. 


In the room there is a heating arrangement. 
The temperature and humidity in the room are 
constantly checked. 


In an adjoining room there are shelves on 
which are placed silk-worms which have spun 
cocoons. The cocoons, three centimeters in length 
and two centimeters in circumference, with the 
central part somewhat compressed. 


There are white and yellow cocoons, The 
production of white cocoons is encouraged because 
they are more convenient to condition than yellow 
ones. In the silk-yarn section studies are con- 
ducted in the hatching out of silk-worms and their 
raising. The problems which occupy this testing 
office now are how to reduce production costs, 
how to rationalize the management of silk-raising 
enterprises. 


In short the mission of the office is to prevent 
exports of raw silk in the years to come from 
being adversely affected by trends in the trade 
of the world. The work of raising silk-worms, 
like the work done in the silk-reeling mills, 
requires an extremely high technique, and is fit 
for women because they are far more skilful in 
the use of hands and fingers than men. The 
silk-worm is a delicate creature. 
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Development of Fishing 
Industry in Far East 


The diets of the labouring classes in South 
East Asia territories are deficient in several 
nutrients and in particular in good quality pro- 
tein and calcium. The best available source of 
these nutrients is fish. 


The shortage of fish may be exampled by 
the fact that in Malaya and some other South 
East Asia territories, the amount of fish avail- 
able is not more than one ounce per head of the 
population daily; in India with its many millions 
of people the quantity of fish available for those 
who eat fish, and they do not amount to more 
than half the population, is about 2 ounces per 
week. 


It is possible to increase the supply of fish 
by at least four or five times the present produc- 
tion; for thero are large areas of the sea and 
inland waters at present unexploited. 


The world-wide shortage of food makes 
reference to the immediate future a particular 
necessity. There is a serious shortage of cotton 
yarn needed for nets and tackle, and this is not 
only holding up the rehabilitation of the fishing 
industry after the ravages of the war, but actually 
in some parts is leading to a decreasing produc- 
tion, There is a world shortage of cotton, but 
every attempt is being made for a special alloca- 
tion for the fisheries of Far Eastern waters. 


Other urgent needs are for fishing hooks, 
manila rope and wire netting. The speeding up 
of the industry calls for powered vessels, 
especially for the purpose of servicing craft 
propelled by wind or paddles so that the fishing 
grounds may be extended, and the catches brought 
rapidly to market. There are many needs in 


respect of processing or preservation by cold 
storage. Diesel and other engines must be 
obtained. 


Japanese Progress Before War 


_ Some of the methods of fishing in the S. E. 
Asia area are not in use by the fishermen of other 
areas. The possibilities of an exchange of per- 
sonnel and tackle for the extension of various 
methods is now under study. Attention has been 
given to the example of the introduction of new 
methods by the Japanese, when they supplied 
55% of the fresh fish appearing in the markets of 
Singapore. The methods the Japanese used widely 


in South East Asia have largely fallen into 
abeyance and must be again established. 
Trawling was tried before the war, but 


scarcity of bottom fish in some areas and, above 
all, coral reefs, which ruin the nets, have pre- 
cluded its extension; but it is being tried again 
with some success in Ceylon, and it will be 
watched by the experts of the other countries for 
the confirmation of this success. 


Scientific Approach 


The production of fresh water fish in some 
countries almost equals the harvest from the seas. 
Some of this fish comes from lakes and Tivers, 
but a great deal of it is from fish farming in 
ponds, paddie fields and various collections of fresh 
water. Although fish culture goes back to early 
historical times, when in China and Europe several 
kinds of carp were cultured in ponds, yet fish 
farming of to-day needs the hands of the scientist 
for its further improvement, 


The welfare of the fishermen js a- serious 
problem; it includes education, extra rations, 
where the work is particularly hard, loans, 
co-operative societies, the encouragement of sub- 
sidiary ‘occupations in the off season. 


Ice Manufacturing 


_ There is a shortage of machinery for making 
ice. The importance of this is at once appreciated 
when it is recalled) that the transport of fish 
from the sea to the consumer needs four times as 
much ice as the weight of the fish, if it is to 
be preserved in as fresh a condition as is desirable. 
Ice must be readily available at a very cheap rate 
for the fishermen, or it will never be possible to 
increase greatly the supply of fresh fish in the 
hot climates. 


Freedom of the Oceans 


_ No nation possesses an ocean, Except for a 
fringe along the coasts, the seas are free to all. 
The proper study and exploitation of the products 
of the sea can be dealt with only on an inter- 
national scale. 


The collection of scientific knowledge must be 
the basis for an extension of fishing methods and 
of fishing grounds, for improvements in processing 
and marketing, and the conservation of resources. 
Such an organisation would be the basis for the 
foundation of a central council under the aegis of 
the Food and Agriculture Organisation, to which 
most of the United Nations subscribe. 
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Industrial & Trade Reports from China 


Oils & Oilseeds in China 


The supply of processed edible vegetable 
oils in China is inadequate for domestic 
demand; however, only limited amounts are 
being imported. The deficiency is caused 
mainly by lack of transportation from pro- 
ducing centers and lack of processing equip- 
ment at the consuming centers; the 1946 crop 
of most oilseeds was reported to be good and 
to be approaching prewar production. 


The 1946 production of peanuts in 15 
Provinces was estimated at about 1,523,874 
short tons, which was about 4 percent higher 
than the 1945 estimate and 65 percent of 
normal (normal is the average for the best 
prewar years). The estimate did not include 
the output in Shantung and northern 
Kiangsu, large peanut-producing Provinces. 
This production compared favourably with 
the ‘-year (1931-37) average of about 
1,106,764 short tons. 


Sesame production during 1946 was 
estimated at about 610,508 short tons, which 
is 61 percent of normal and 6 percent higher 
than the 1945 production. The 7-year (1931- 
37) average was about 383,765 short tons. A 
fair amount of seed from the 1946 harvest 
was arriving in Shanghai from Hankow and 
the upper Yangtze Valley area in September. 
It was being consumed locally or was being 
transhipped to other Chinese cities. It was 
reported that the amount of sesame seed 
available for export from the 1946 crop 
would be small, principally because of the 
high cost of production, transportation, and 
packing. 


The 1946 rapeseed crop showed a sub- 
stantial increase in production and was 
estimated at approximately 2,480,175 short 
tons, which was about equal to the prewar 
production. The 7-year (1931-37) average 
approximated 2,019,523 short tons. The 
yield per unit area was high. However, few 
exports were expected from this crop as a 
result of the large demand for rapeseed oil 
in the Shanghai market. 


The amount of cottonseed oil which will 
be produced from the 1946 cotton crop could 
not be estimated. The crop in China, exclud- 
ing Manchuria, was estimated at about 38,580 
short tons, of lint cotton, compared with the 
1935-39 average of 665,353 short tons, Before 
the war, cottonseed oil was not popular in 
China, but owing to the shortage of other 
oils it is believed that all that is produced 
will be consumed within the country. 


The 1946 soybean crop in Manchuria as 
a whole was far below prewar production 
levels, but carry-over was believed to be 
quite heavy. It was estimated that around 
200,000 tons would be available from present 
Nationalist-controlled areas for export from 
the 1946 crop and stocks on hand. The crop 
in that area was estimated at 1,058,000 metric 
tons, compared with 1,102,000 in 1945. The 
major part of the soybean production was 
outside Nationalist-controlled areas, and it 
was believed that yield prospects were good 
on a reduced acreage. The amount available 
for export could not be estimated. 


Bricks & Tile Industry in North China 


The manufacture of brick and tile in the 
Tientsin (China) area is extremely important 
to the building trades, inasmuch as practical- 
ly all local industrial establishments and all 
but the poorest residences are made of brick, 
and tile is used very extensively for roofing 
purposes. 


Very little construction work using brick 
and tile has been possible since the cessation 
of hostilities in August 1945, because of the 
shortage of other materials, together with 
the high labour and financing costs and the 
general political instability. 


The brick works, however, benefited 
from the construction of 85 blockhouses by 
the Tientsin municipality, at a reported cost 
of CN$300,000,000 ($89,552 in United States 
currency at the official rate of CN$3,350 to 
US$1). Brick construction also was used in 
connection with the expansion of housing 
facilities for several of the cotton mills. 


The number of brick and tile works in 
Tientsin at present is 70, 38 of which manu- 
facture red building brick, and 32 manufac- 
ture gray building brick and roofing tile. 
The 11 former Japanese red-brick and tile 
works were almost completely destroyed 
after the surrender and are not included in 
the figure quoted. 


Most of the red-brick factories have only 
one kiln, only two having two kilns each. 
All use the continuous type of kiln. The 
gray-brick factories each have one, two, or 
three kilns, and use kilns of three types— 
spindle-shaped, jar, and _ horseshoe. The 
continuous-type kiln has between 18 and 30 
chambers, each loaded with 12,000 bricks. 
The average capacity of the gray-brick kilns 
is between 40,000 and 80,000 bricks. 


Only hand-made brick and tile are 
produced at present, although one factory is 
equipped for the machine-made product. 
This factory is making the hand-made pro- 
duct at the present time because it has a 
large stock of machine-made brick on hand 
for which no buyers are available on account 
of high prices. Equipment used is of Ger- 
man manufacture. 


Annual production before the war 
amounted to 299,600,000 bricks, (232,000,000 
red and 67,600,000 gray), compared with 
present production of 45,300,000 (36,400,000 
red and 8,900,000 gray). Annual output of 
the totaled 15,020,000 (10,020,000 red and 
5,000,000 gray) before the war, eompared 
with 750,000 (600,000 red and 150,000 gray) 
at present. The factory which manufactured 
machine-made products before the war pro- 
duced 14,000,000 bricks and 400,000 tile 
annually. Of this output, 75 percent of the 
brick were No. 1 hand-made, 20 percent 
machine-made, and 5 percent were hollow 
brick. Of the tile, 20 percent were hand- 
made and 80 percent were machine-made. 


Current production of building brick and 
tile is only about 15 percent of the prewar 
output. This is caused bv the stagnant con- 
dition of the building trade. 


The major defects of domestic brick are 
their low tensile and crushing strength and 
lack of uniformity in size and quality. The 
solution to this problem would no doubt be 
found in the mechanization of the plants. 


Cotton Production in China 


‘Cotton production is indicated from 12 to 
15 percent above last year’s crop, or about 
8.6 million shih piculs (110.23 lbs. each, or 
1,895.956 bales of 500 lbs.). Under present 
conditions. only 300.000 to 600.000 bales may 
be available for mill consumption, which 
would leave an estimated 400.000 to 509.000 
bales requirement of imported cotton. 
Investigations conducted by the Government- 
controlled China Textile Industries, Ltd., 
Tsingtao Branch, indicate the total cotton 
crop harvested in Shantung this year to be 
about 55 million pounds. However, it is 
estimated that under the most favourable 
conditions, i.e., with normal railway facilities 
between Tsingtao and Tsinan restored and 
with present Communist-held areas acces- 
sible to cotton dealers, only about 33 million 
pounds, or 66,000 bales of 500 lbs., represent- 
ing some 40 percent of total requirements, 
will be available to the local cotton textile 
industry. The local management of seven 
Government-owned cotton mills in Tientsin, 
too, believes that under existing conditions 
it will be unable to acquire more than 100,000 
shih piculs (or about 22,000 bales of 500 lbs.) 
from the local 1946 cotton crop. 


Industrial Chemicals 


To Cheng Industrial Corporation, China, 
is producing a number of _ industrial 
chemicals. It makes 4 tons of calcium car- 
bide daily and manufactures sulfuric, hydro- 
chloric, and nitric acids. The company also 
produces soda ash from domestic Glauber 
salt and has developed its own process for 
separating sodium sulfate from salt. 


Sodium sulfide, lead and zinc oxides, and 
barium compounds are also produced, as 
well as potassium chlorate and red phos- 
phorus. Bakelite is manufactured from 
domestic raw materials, 
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Manchuria’s Textile Mills 


Manchuria, according to a preliminary 
survey, has 20 textile mills, 9 of which are 
located in Mukden. 


Of the total, 14 are cotton mills, 6 of 
which are in Mukden, 2 in Chinchow, and 
1 each in Liaoyang, Yingkow, Dairen, Kin- 
chow, Polanti, and Wafonti. These mills 
have approximately 481,035 spindles (200,000 
in working condition, but only 50,000 in 
operation, one shift), 32,448 doublers, and 
10,347 looms. 


CHINA PRODUCE MARKET IN 
NEW YORK 


Quotations on February 8. 


US$ 
Cassia Oil, per lb. F.O.B. New 
ork 3.60/4.10 
Aniseed Oil, per lb. F.O.B. New 
York 1.15 to 
1.20 
Antimony, American, 994 percent 
grade in bulk of carload lots 
HOD) LOKAS Sasser «con scesscaeuths ane 0.28} 
Bristles, F.O.B. New York, per lb. 
as follows: 
Hankow, Regular Assortments .... No offers 
Chungking 2.90/95 
Shanghai, 40% top 2.25 
Tientsin’ $1;.58. Sheet... See 5.25/30 
Tung Oil, in tank cars 
F.O.B. New York ..... 0.373 
Sandalwood Oil, in drums (de- 
pending on sellers quantity & 
GUauey) Oc cisvisecusasckicuns cakes 18.00 to 
21.00 


GRIM OUTLOOK FOR 
BUSINESS IN CHINA 


It should be recognized that China’s 
present civil strife is more widespread and 
deep seated than any which has occurred in 
the past several decades. Following directly 
upon the conclusion of eight years of Sino- 
Japanese hostilities, it has prevented 
recovery in the country’s domestic economy 
and foreign trade. Formerly, whenever a 
period of peace was experienced or when a 
lull developed in the fighting between 
sectional war lords and the central govern- 
ment, trade was quick to revive in this or 
that affected area. The resumption of the 
flow of commodities, industrial material, 
foods, fuel and export goods from temporarily 
disturbed areas, to the ports and of both 
domestic and imported consumer and other 
goods from the ports to the interior, was 
usually almost immediate, and at the end of 
a year it was often seen that the whole 
country’s foreign trade totalled normal 
volume. This characteristic resiliency of the 
people is not now apparent. Forced in war 
years into virtual dependence upon local 
resources, this condition continues except as 
relief goods have penetrated to the most 
needy areas, and a much subnormal com- 
mercial movement has been conducted. The 
political deadlock between the Kuomintang 
and Communist parties involves the blocking 
off of enormous sections of the most produc- 
tive land and its products, and of sources of 
coal, from contact with the government con- 
trolled ports and industrial centers. The 
destruction of the means of transportation in 
great portions of the agriculturally rich, flat, 
surplus producing lands north of the 
Yangtsze has gone on intermittently during 
the sixteen months since V-J Day, largely 
cutting off these regions from the ports and 
from the hillier deficit areas south of the 
River. 


Existent means of transportation (largely 
river and coastal steamers, but also including 
rail lines) are either commandeered for war 
purposes or charge such high or exorbitant 
rates for commercial traffic as to hamper or 
obstruct rather than aid in reviving the 
country’s economy. Part of the high trans- 
port cost is related to high and rising labour 
costs and to apparent racketeering which has 
developed at the ports, making handling costs 
excessive. Export goods in some cases are 
not being produced or are being held in the 
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interior, as are imported and locally pro- 
duced goods at the ports, in warehouses, as 
a hedge against price inflation. The main- 
tenance of a low, controlled exchange rate 
which gives China’s currency a greater pur- 
chasing power for imported goods than for 
inflationary priced domestic goods has tended 
to stimulate imports and to freeze export 
commodities making their price prohibitive 
in outside world markets. Thus, imports 
have mounted and exports have dwindled. 
The inability to move coal from the interior 
to the ports, making Shanghai, chief indus- 
trial center, dependent to a large extent upon 
such limited quantities as can be moved by 
sea from the Kailan mines in North China, 
has necessitated increasing imports of 
petroleum fuels for power production and 
other purposes, augmenting further the 
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The port of Shanghai alone, was running 
an adverse foreign trade balance at a rate 
of more than US$600 million per annum. It 
was calculated that a veritable deluge of 
goods was accumulating at American ports 
during the shipping strike and that their 
arrival in China would further swell the 
adverse trade balance. Restrictions up to 
this time had not precluded the placing by 
Chinese importers of large orders abroad. 
Twenty six percent of imports into China in 
the first nine months of 1946 consisted of 
consumer goods, many categories being 
regarded as non essential. Many would-be 


.importers were apparently still disposed to 


borrow money at high interest rates to use 
in importing commodities on which profits 
were still envisioned as possible, assuming 
that an inflationary uptrend of prices within 
the country would continue. Demand for 
foreign exchange was heavy relative to any 
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through exports, through remittances from 
Chinese overseas, through expenditures by 
foreigners with China or through foreign 
loans. Many essential commodity needs 
continue to be supplied by UNRRA. The 
U.S. surplus property deal, consummated at 
the end of August, 1946, provides China with 
equipment and supplies which may begin 
moving from the Pacific islands to China 
shortly. It is obvious that the Chinese 
authorities would wish to conserve foreign 
currency holdings abroad: (1) for possible 
more acute need at a later date should the 
internal strife continue for a long period, the 
outlook for settlement being poor, and (2) 
in order to make sure of having sufficient 
funds for deposit in the World Monetary 
Fund and for China’s share in the capital of 
the International Bank, so that China may 
benefit from the functioning of these 
institutions set up as a result of the Bretton 
Woods conference. 


China’s Foreign Trade Position 


LARGE UNFAVOURABLE TRADE BALANCE 


import trade movement. prospect for acquiring offsetting cover 
United States Trade 
With China 
Below are trade figures based on 
U.S. Trade Returns. In the years preceding the war 


Comparing prewar values with 1946 
trade returns in US$ one must adjust 
the 1946 walue of a US$ to its 1938 
purchasing value, i.e. one has to devalue 
to-day’s US$ by about 30-40%. Thus 
U.S. trade with China in prewar years 
and in September 1946 should approx. 
read: (millions of US$). 


Prewar 
(1936-38) Adjusted Actual 
Monthly Sept. Sept. 
Average 1946 1946 
U.S. Exports to 
hima (os ee 3.646 abt. 13.4 20.684 
U.S. Imports 
from China .. 6.251 abt. 5.2 8.041 
American exports to China have, 
accordingly, risen by approx. 300%, 
calculated on the basis of adjusted 


(devalued) US$ of 1946, while American 
imports from China have decreased by 
approx. 15%. 


AMERICAN EXPORTS TO CHINA 


The 
U.S. exports 
million. 


Monthly exports from U.S. to China 
since the end of the war in the Pacific 
were as follows (based on U.S. Trade 
Returns) : 


1936-38 monthly average of 
to China was US$3.6 


(in millions of US$) 


Cash- Lend- 

1945 © Total Purchase Lease UNRRA 
October 1.429 0.176 0.002 1.281 
November 19.102 5.203 8.523 5.376 
December 20,721 7.697 5.721 7.303 

1946 
January 33.170 17.728 0.420 15.022 
February 24.313 11.851 4.007 8.455 
March 37.024 21.343 2.618 13.063 
April 38.346 23.162 4.213 10.971 
May 58.556 30.752 7.872 19.932 
June 58.153 28.062 4.309 25.782 
July 42.688 27.509 0.249 14.930 
August 39.944 32.619 0.481 6.844 
September 24.670 20.684 0.768 3.218 
AMERICAN IMPORTS FROM CHINA 

The prewar (1936-38) monthly 


average figure for U.S. imports from 
China was US$6.25 million. 


During the months October—Decem- 
ber 1945 China exported to U.S. goods 
valued at US$590,000 only. 


For the months January—September 
1946 Chinese exports to U.S. amounted 
to the following sums (in millions of 


US$): 


3.5, 4.8, 6.3, 7.4, 8.6, 9.9) 12.6, 6.5, 
8.0. 


between China and Japan the trade of 
China resulted yearly in an unfavourable 
balance of trade which averaged US$80 
to 100 million. Prewar Chinese exports 
amounted approx. to US$200/240 million 
per year, and Chinese imports averaged 
US$280/340 annually. 


Estimates for China’s trade totals in 
1946 are as follow: Chinese exports 
US$100/110 million; Chinese imports 
US$600/700 million. The purchasing 
power of the US$ in 1946 has consider- 
ably decreased as against the purchasing 
power in the years 1935-37. In order to 
compare the value of trading in 1946 with 
prewar values the 1946 amounts of US$ 
have to be adjusted to an approximate 
prewar level. Taking the postwar de- 
preciation of the purchasing value of 
USS into calculation the trading figures 
of Chinese exports and imports ought to 
read in adjusted US$: Chinese exports 
in 1946: US$60/65 million; Chinese 
imports in 1946: US$420 million. 


According to above reliable estimates 
of China’s trade in terms of US$, com- 
pared with prewar figures, one arrives at 
the following conclusions: 


China’s exports in 1946 as against 
the prewar export values amounted only 
to about 30%; China’s imports in 1946 
as against prewar import values have 
increased by about 40%. 


Hongkong’s trade with China in 
1946, according to Chinese Customs 
returns, was as follows: Chinese exports 
while amounting to approx. the same 
total as in prewar years actually were 
only about 70% of prewar (on account of 
depreciation of purchasing power); and 
Chinese imports were about 300% heavier 
in 1946 than in the average prewar 
period. 


U.S. as China’s trading partner 
shows similar results as Hongkong as far 
as Chinese exports are concerned, while 
Chinese imports were about 250% heavier 
than prewar. Britain’s trade with China 
dwindled to only about 20% of Chinese 
exports, and less than 50% of Chiaese 
imports. 


Main import items in 1946 were: 
Raw Cotton, Gasoline & oils, Chemicals 
& Pharmaceuticals, Piece Goods, Paper, 
Metals. 


Main export items of China in 1946 
were (in order of importance): Bristles, 
Silk, Tung Oil, Hides and leather, 
Tungsten, Tea. 


Loss of Foreign Exchange 


China’s loss of foreign exchange in 
1946 can only be estimated with great 
caution. On the surface it appears that 
China’s adverse trade balance in 1946 
amounted to about US$600 million. 
llowever, these figures are all based on 
the official Chinese Customs returns which 
cannot take into consideration the very 
large amount of smuggled imports & 
exports. It must be considered further- 
more that the computations from Chinese 
dollars into US$ were all made on the 
basis of the prevailing official foreign 
exchange rates as given by the Central 
Bank of China. As regards Chinese 
valuation of imports one must bear in 
mind the peculiar method of Chinese 
Customs valuation which was outlined in 
our issue of January 1, page 6; about 
10% of the Customs import value have 
to be deducted in order to arrive at a 
more realistic figure of import values. 


A large proportion of China’s foreign 
trade has not been financed by Chinese 
Government banks or the officially ap- 
pointed banks (handling foreign exchange 
by permission of the Central Bank of 
China). Open funds or black market 
exchange was used by importers and 
exporters alike in order to obviate 
restrictions and prohibitions by the 
Chinese Government. Nevertheless, the 
loss of foreign exchange as far as the 
Chinese. economy is concerned was un- 
usually large. 


Taking a, very moderate estimate of 
the amount of smuggled imports during 
1946, and calculating as well unrecorded 
Chinese exports’ yielding of foreign 
exchange, China’s unfavourable trade 
balance in 1946 may have amounted to 
US$800 million. In our October 10th 
issue, page 10, we estimated the trade 
deficit of China for 1946 at approx. 
US$600/700 million; at that time we 
stated that for the first seven months of 
1946 the Customs recorded trade of China 
had resulted in an unfavourable balance 
of trade of about US$260 million, and 
the total trade, i.e. including the non- 
recorded exports & imports, may have 
resulted in an adverse trade balance of 
US$400 million. 
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At any rate, the development of 
China’s foreign trade in 1946 has cer- 
tainly exhausted considerable funds held 
particularly in New York both by the 
Chinese Government and by individual 
companies. Since the Chinese autho- 
rities are absolutely averse to inform the 
public on the approximate state of the 
balance of payments of the country one 
is left to guess and to rely on estimates 
of more or less well-informed business 
executives. There cannot be any doubt 
that China has not been able to collect 
foreign exchange during 1946 in excess 
of US$200 million, mostly derived from 
US$ spending by the American Military 


Authorities in China, to a smaller extent 
from oversea Chinese remittances, and 
from 2-3 rather unimportant sources. 
(Compare our tabulation of prewar 
** China’s Balance of International Pay- 
ments “’, in our January 8th issue). 


UNRRA Supplies 


Without the munificence of UNRRA 
China’s import position would look much 
more desperate. UNRRA supplies in 
1946 valued about 25 to 30% of total 
Chinese recorded imports. The recorded 
quantities of the leading UNRRA sup- 


plies are enormous. Leading items were 
in order of importance: Cotton, cereals 
& flour, vehicles, milk, canned foodstuffs, 
machinery & tools. 


China’s Exports & Imports 


Following are Statistics of China’s 
exports & imports for the prewar years 
and for eight months of 1946., The 
figures are based on the returns of the 
Chinese Maritime Customs and were 
converted into US$ at the official average 
monthly rate of exchange as given by 
the Central Bank of China. 


1. CHINA’S EXPORTS: BY PRINCIPAL COUNTRIES 
(Value in thousands of United States dollars) 
United Great Japan Hong Nether-_ British ; 
Year Total States Britain Germany Proper Korea Kong lands India France Ali other 
49,439 17,927 10,484 29,741 4,192 34,392 5,527 7,374 10,599 39,193 
55,360 19,278 11,639 30,415 2,901 31,657 4,917 4,090 9,029 40,716 
67,826 23,555 21,239 24,706 2,260 47,739 4,179 3,455 9,566 41,277 
18,249 11,928 11,859 24.488 1,444 51,140 1,717 4,143 4,287 31,213 
25,472 10,247 5,086 7,513 631 25,046 1,211 3,462 3,681 33,845 
pe) UE eA at reed ea tae 119,414 34,183 11,893 248 7,639 755 22,208 161 5,433 1,923 34,971 
1946: 
July 14,928 9,346 390 = 574 — 2,302 _ 258 159 1,900 
August ... 25,760 11,379 2,528 _ 197 — 3,777 _— 2,718 739 4,422 
January-Augus 82,514 38,484 4,421 — 1,491 — 21,123 _ 3,910 1,167 11,918 
2. CHINA’S EXPORTS: BY PRINCIPAL COMMODITIES 
(Value in thousands of United States dollars) 
Tin Hides, Animals 
Textile Ground (ingots leather, and animal 
Total fibers Tung oil Tea nutoil Tungsten Seeds andbars) andskins products All other 
208,868 35,305 15,071 10,744 3,863 2,428 17,760 “7,387 8,579 29,094 78,637 
210,002 33,764 21,082 9,114 3,272 2,776 12,124 7,954 12,036 30,924 76,237 
245,802 37,582 26,329 9,033 5,079 11,944 10,516 11,639 15,771 36,500 81,408 
160,468 34,699 8,244 6,948 1,794 10,609 4,097 7,562 4,097 24,832 57,586 
116,194 19,554 3,791 3,428 1,452 5,038 2,413 3,698 2,702 21,275 52,846 
119,414 20,679 3,406 6,395 1,475 823 2,754 2,326 3,989 19,498 58,070 
Rs 14,928 3,513 1,682 137 18 118 27 _ 2,011 2,791 4,631 
<0 25,760 3,503 3,663 602 56 700 95 —- 2,655 6,596 7,889 
January-August ......... 82,514 12,642 7,535 1,056 144 1,522 511 —_— 7,527 17,618 33,955 
3. CHiNA’S IMPORTS: BY PRINCIPAL COUNTRIES 
(Value in thousands of United States dollars) 
United Great Japan Hong British Netherland French 
Total States Britain Germany Proper Korea Kong Indies Indies Siam Indochina _ All other 
341,195 64,599 35,747 37,854 51,266 996 7,402 13,732 21,083 10,124 22,996 75,396 
280,573 55,137 32,834 44,649 45,570 873 5,280 7,359 22,057 5,625 5,370 55,819 
279,935 55,291 32,698 42,861 43,992 687 5,590 3,653 23,617 4,639 8,799 58,108 
263,938 44,817 20,937 33,530 61,433 1,628 7,266 4,717 13,491 7,467 8,141 60,511 
406,984 64,694 23,434 26,667 94,926 6,343 10,592 36,587 17,695 6,412 8,639 110,995 
511,469 108,952 20,417 13,768 116,658 3,992 36,770 43,851 26,896 11,975 34,557 93,632 
July ... 54,712 30,719 2,970 “uf 206 _ 2,207 6,146 Py 43 177 12,210 
August 56,609 37,069 2,164 73 435 Sar 2,444 3,500 46 647 245 9,987 
Jan.-Aug. .. 390,494 217,791 17,492 626 1,252 = 20,423 31,461 1,215 1,098 1,127 98,009 
4. CHINA’S IMPORTS: BY PRINCIPAL COMMODITIES 
(Value in thousands of United States dollars) 
Chemicals Candles, 
Cotton and Books, _ soap, fats 
Raw piece Wheat = Rice and Metal Machinery pharma- paper, and oils, 
Total cotton goods flour paddy andores andtools ceuticals andpulp waxes All other 
341,195 15,415 7,761 2,190 34,438 32,165 24,164 13,790 19,442 37,288 154,542 
280,573 10,748 3,600 1,388 7,982 32,102 17,949 15,481 17,084 31,194 143,045 
279,935 4,679 4,292 1,813 11,970 38,649 19,163 17,997 19,139 34,729 127,504 
263,938 3,716 6,698 15,659 16,869 19,451 17,017 16,937 13,413 26,978 127,201 
406,984 52,368 4,745 22,954 16,904 22,252 18,976 23,287 18,517 33,253 193,730 
511,469 65,527 14,182 35,587 42,982 31,801 19,463 22,116 19,202 38,394 222,215 
54,712 15,841 3,959 361 58 2,425 761 3,933 1,866 7,117 18,391 
August ........ 56,609 7,847 4,754 523 770 2,847 1,866 5,514 4,220 6,052 22,216 
January-August ....... 390,494 125,884 17,142 2,041 1,200 13,704 7,129 20,273 14,468 88,492 100,161 
5. SUPPLIES BY UNRRA TO CHINA 
(Value in thousands of United States dollars) 
Chemicals 
Wool and 
Raw Cereals Milk and and Machinery Metal pharma- Foodstuffs, 
ware Year Total cotton andflour milkfood mfrs. andtools mfrs.misc. ceuticals Vehicles canned All other 
July PREPS AS PAD Pere 12,746 4,675 4,549 20 778 425 200 320 186 641 952 
August veuchpee 19,440 6,798 5,642 1,339 751 327 325 584 789 313 2,572 
January-August 109,554 28,985 28,221 8,198 2,332 4,306 2,603 2,241 11,313 5,000 16,355 
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